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PROGRAM OF THE FORTY-NINTH ANNUAL MEETING 


fonpay, December 28, 1936 

2:30 P.M. 

1. Tendencies in World Economics 

Chairman: Frederick S$. Deibler, Northwestern University 

Papers: Marcus Nadler, New York University; A. M. Fox, United States Tariff 
Commission; Arthur Feiler, New School for Social Research; Vernon A. 
Mund, University of Washington 

2. Public Debts in the United States 

Chairman: Roy G. Blakey, United States Department of Commerce 

Papers: Mabel Newcomer, Vassar College; Paul Studenski, New York Uni- 
versity; Simeon E. Leland, University of Chicago; Joseph B. Hubbard, Har- 
vard University 

3. Research in Business Cycles (joint round table with American Statistical As- 

sociation )* 

Chairman: Warren M. Persons, New York City 

Papers: Willford I. King, New York University; Joseph B. Hubbard, Harvard 
University; Karl Pribram, Brookings Institution; Gottfried Haberler, Har- 
vard University; Norman J. Silberling, Stanford University 

Discussion: Irving Fisher, Yale University; Alvin H. Hansen, University of 
Minnesota; Carl Snyder, New York 

5:00 P.M. Meeting of the Executive Committee 

8:00 P.M. 

1. Unemployment Insurance and Relief (joint meeting with the American As- 

sociation for Labor Legislation) 

Chairman: Walton H. Hamilton, Social Security Board 

Papers: W. R. Williamson, Social Security Board; Emerson Ross, Works Prog- 
ress Administration; E. B. Schwulst, The Bowery Savings Bank 

Discussion: Edwin E. Witte, University of Wisconsin’ 

2. Problems of Managed Currencies (joint meeting with the American Statistical 

Association ) 

Chairman: W. Randolph Burgess, Federal Reserve Bank of New York 

Papers: Alvin H. Hansen, University of Minnesota; Bertil Ohlin, Handels- 
hogskolen, Stockholm; John H. Williams, Harvard University 


TuEspAy, December 29, 1936 

9:00 A.M. Business Meeting (Reports of Officers and Committees, etc.) 

10:00 A.M. 

1. Housing 

Chairman: H. E. Hoagland, Federal Home Loan Bank Board 

Papers: George Terborgh, Federal Reserve Board; Howard H. Preston, Uni- 
versity of Washington; Charles F. Lewis, Buhl Foundation 

2. Selected Topics in Statistical Economics (joint meeting with the American 

Statistical Association)* 

Chairman: Henry Schultz, University of Chicago 

Papers: T. O. Yntema, University of Chicago; Roswell H. Whitman, R. H. 
Macy and Company; H. P. Hartkemeier, University of Missouri 

Discussion: A. J. Nichol, University of Maryland; Francis E. McIntyre, Stan- 
ford University; Garfield V. Cox, University of Chicago 

3. Problems of Measurement of National Income and National W ealth* 

Chairman: Wesley C. Mitchell, Columbia University 

Papers: Gerhard Colm, New School for Social Research; Carl Shoup, Colum- 

ia University 

Discussion: John M. Clark, Columbia University; Mabel Newcomer, Vassar 
College; Roy Blough, University of Cincinnati; George O. May, New York 
City; William W. DeWitt, University of Cincinnati 

4. Problems of Managed Currencies (joint round table with the American Sta- 

tistical Association) 

Chairman: James Washington Bell, Northwestern University 


‘To be published by the American Statistical Association. 
“No manuscript received. 
*To be published by National Bureau of Economic Research. 
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Discussion, by participants invited to be present, of the papers presented x 

the Problems of Managed Currencies session on December 28 
5. Concepts of Capital and Income (joint meeting with the American Accounting 

Association )* 

Chairman: Stanley E. Howard, Princeton University 

Papers: Frank A. Fetter, Princeton University; A. C. Littleton, University of 
Illinois; John Bauer, American Public Utilities Bureau 

2:30 P.M. 


1. Improvement of Personnel in the Technical Services of Federal, State, and 
Local Governments (joint meeting with American Statistical Association and 
the American Farm Economic Association) 

Chairman: Morris A. Copeland, Central Statistical Board 

Papers: William E. Mosher, Syracuse University; Leonard D. White,’ United 
States Civil Service Commission; Isador Lubin, United States Department of 
Labor 
. Economic Problems Involved in Research on Prices and Costs in American 
Industries (round table)® 
Chairman: Frank A. Fetter, Princeton University 
Papers: Arthur Robert Burns, Columbia University; Abraham Berglund, Uni- 
versity of Virginia; Frederick C. Mills, National Bureau of Economic 
Research 

Discussion: Edward H. Chamberlin, Harvard University; Henry Schultz, Uni- 
versity of Chicago 

3. Taxes on Distribution (joint round table with National Association of Mar. 
keting Teachers)" 

Chairman: Ernest H. Hahne, Northwestern University 
Papers: Neil H. Jacoby, Illinois Tax Commission; Alfred G. Buehler, Univer. 
sity of Vermont; C. O. Sherrill, American Retail Federation 
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Chairman: Willford I. King, New York University 


Company 
5. Housing and Housing Research (round table) 
Chairman: Coleman Woodbury, National Association of Housing Officials 
Papers: Homer Hoyt, Federal Housing Administration; Lowell J. Chawner, 


Administration; Morton Bodfish, United States Building and Loan League 


Association, the American Political Science Association, the American Sociologi- 

cal Society, and the American Association for Labor Legislation) 

Chairman: Walter F. Willcox, Cornell University 

Papers: Joseph S. Davis, American Statistical Association; Arthur N. Hol- 
combe, American Political Science Association; Joseph P. Chamberlain, 
American Association for Labor Legislation; Henry Fairchild, American 
Sociological Society; Alvin Johnson,* American Economic Association 


WEDNESDAY, December 30, 1936 
9:00 A.M. Business Meeting (Election of Officers, etc.) 
10:00 A.M. 
1. Problems of the South (joint meeting with the American Farm Economic Asso- 
ciation )° 


Chairman: Broadus Mitchell, Johns Hopkins University 


ern Tenant Farmers Union 
Discussion: R. J. Saville, Louisiana State University 
2. Distribution of Purchasing Power and Business Fluctuations (round table) 
Chairman: Frank P. Breckinridge, Chicago 


*To be published by the American Accounting Association. 

* Paper read by Morris A. Copeland. 

* Digest of this round table not received. 

* To be published by the National Association of Marketing Teachers. 
* To be published in the American Economic Review. 

* To be published by the American Farm Economic Association. 


4. Indicia of Recovery (joint round table with American Statistical Association) 


Papers: Ernest S. Griffith, American University; Alexander Sachs, New York § 
City; James Magee, New York University; L. D. H. Weld, McCann-Erickson J 


United States Department of Commerce; Warren J. Vinton, Resettlement | 


Papers: Calvin Hoover, Duke University; Clarence E. Bonnett, Tulane Uni- § 
versity; Lester B. Granger, National Urban League; Howard Kester, South- § 


8:00 P.M. Presidential Addresses (joint meeting with the American Statistical Associa- | 
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Papers: A. B. Wolfe, Ohio State University; Hans Neisser, University of 
Pennsylvania; Lauchlin B. Currie, Federal Reserve Board 
3. Monopolistic and Imperfect Competition (round table)” 
Chairman: S. H. Nerlove, University of Chicago 
Papers: Emil Lederer, New School for Social Research; Edward H. Chamberlin, 
Harvard University; M. Abramovitz, Harvard University; Vanderveer Custis, 
Northwestern University; B. N. Behling, University of Illinois 
12:00 M. Meeting of the Executive Committee 
2:30 P.M. 
1. Electric Power 
Chairman: Arthur E. Morgan, Tennessee Valley Authority 
Papers: Morris L. Cooke, Rural Electrification Administration; J. M. Clark, 
Columbia University; Hans Staudinger, New School for Social Research 
2. Speculation 
Chairman: Simon Litman, University of Illinois 
Papers: C. O. Hardy, Brookings Institution; G. Wright Hoffman, University 
of Pennsylvania; Floyd F. Burtchett, University of California at Los Angeles 


"Only summary of Professor Custis’s remarks received. Professor Behling’s paper is to 
be published in the March, 1937, issue of the American Economic Review. 


2 

__ 
Uni- 
jouth- 
>) 4 


q 
is 
ft 


6 ips purpose of the American Economic Associa- 
tion, according to its charter, is the encouragement 
of economic research, the issue of publications on eco- 
nomic subjects, and the encouragement of perfect free- 
dom of economic discussion. The Association as such 
takes no partisan attitude, nor does it commit its mem- 
bers to any position on practical economic questions. It is 
the organ of no party, sect, or institution. Persons of all 
shades of economic opinion are found among its mem- 
bers, and widely different issues are given a hearing in 
its annual meetings and through its publications. The 
Association, therefore, assumes no responsibility for the 
opinions expressed by those who participate in its 


meetings. 
JAMES WASHINGTON BELL 


Secretary 
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ECONOMIC INTERDEPENDENCE, PRESENT AND FUTURE 


By Marcus NADLER 
New York University 


Ten years ago any study examining the actual economic interdependence 
of nations would have concerned itself primarily with the questions of how 
the volume of international trade could be broadened, how the interna- 
tional flow of capital could be diverted into the most productive channels, 
and to what extent the various countries could absorb the surplus labor 
of the European continent. Economic interdependence does not deal ex- 
clusively with the international exchange of commodities. It includes, as 
well, the international movement of capital through which backward ter- 
ritories are developed, thereby not merely increasing international trade but 
also creating new livelihoods for immigrants. It embraces the free move- 
ment of services and particularly of labor. Emigrant remittances, tourist 
expenditures, earnings on foreign investments, and earnings of shipping 
companies form an integral part of the economic interdependence of na- 
tions. 

Today, on the other hand, an analysis of actual economic interdependence 
will endeavor to find out how far the process of economic self-sufficiency 
has gone, how far it may be expected to go before it causes too great 
a pressure on the standard of living of various countries, and how much 
regimentation it would entail. We are living in an age in which many 
governments control the economic forces to an unprecedented degree and 
utilize them to make their countries as far as possible economically self- 
sufficient. Today we witness great nations using all their energies and 
resources to create substitutes in order to reduce imports; we find nations 
with a limited supply of milk priding themselves on their ability to manu- 
facture wool out of the scarce supply of milk, thereby avoiding the importa- 
tion of wool from abroad. We are living in an age in which the invention 
of a process of making inferior chocolate out of coal tar is heralded as a 
great achievement because it saves foreign exchange for the purchase of 
war materials abroad. If the tendencies which at present prevail in a large 
part of the world should continue, we have before us the vision not only 
of some undernourished nations with low standards of living but also 
regimentation of production and consumption, and of whole populations 
turned into automatons whose tastes of food, clothing, and entertainment 
are dictated by the government or the party in power. It also raises the 
question of how far this mania for economic self-sufficiency can go and 
when it will reach a breaking point which may involve the world in another 
holocaust. 

The Past. In order to understand the present international economic sit- 
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uation and the tendencies at work, it is necessary to make a brief 
of the past as a background for what is taking place today. Prior to the 
World War very few people questioned the salutary effects of the 
of national specialization and international division of labor. Under it the 
world advanced rapidly. Certain nations became highly industrialized and 
depended upon the exportation of manufactured goods to obtain raw ma- 
terials and agricultural commodities. Countries best suited to produce cer. 
tain types of commodities specialized in them, knowing that they could 
exchange them for others needed but not produced at home. The interna- 
tional flow of capital contributed materially to the development of back- 
ward countries and aided in the migration of millions of people from 
Europe to the Western Hemisphere. The currencies of the leading coun-| 
tries were linked to gold, which not merely aided in the international 
distribution of surplus funds and in the financing of the rapidly growing 
foreign trade but also placed foreign trade and the entire economic inter- 
course of nations on a sound basis. 
The World War offered the first powerful stimulus to economic self- 
sufficiency. Countries which had depended on the importation of certain 
manufactured goods from Western Europe found themselves unable to 
obtain them from the same sources and consequently developed their own 
plants and equipment. This took place particularly in those countries which 
were already well on the road toward industrialization, as, for example, the 
United States and Japan, but also in typical agricultural countries, as in 
South America and in China. 
The post-War period was marked by two opposite tendencies. On the 
one hand there was the desire to break the fetters of international bound- 
aries that hampered foreign trade. The capital markets of the world, par- 
ticularly that of the United States, were thrown open. Billions of dollars 
were placed in foreign countries to develop their resources, to build new 
transportation facilities, and to create new or to rehabilitate old industrial | 
plants. The migration of labor, though somewhat restricted, particularly 
as far as the United States was concerned, continued on a relatively large | 
scale, and the interchange of services assumed proportions unknown before 
the War. One-crop countries, such as Cuba and Brazil, flourished because 
they found no difficulty in disposing of their principal cash crops abroad, 
while countries such as Switzerland, whose purchasing power abroad de- | 
pended on rendering services, enjoyed a high degree of prosperity. : 
On the other hand, alongside this development was the spread of the 
doctrine of autarchy or economic self-sufficiency. It found its inception in 
the treaties of peace which split up great empires and made countries eco- 
nomically more dependent but also more uncompromising in their rela- 
tions with other nations than ever before. Austria, Hungary, the other 
Succession States, and the political units carved out of the Russian Empire 
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continued an economic warfare long after the guns ceased to boom. An 
intense desire to be economically independent of their neighbors obsessed 
the leaders of the new countries and their energies were thus directed 
toward developing their own resources with a view toward economic 
self-sufficiency. Thus Austria, to a large extent a mountainous country, by 
the effective use of trade barriers encouraged agricultural production to a 

int where it became much less dependent on other nations for farm 
products. The neighboring agricultural countries in turn established their 
own factories and developed new industries irrespective of cost. Similar 
developments took place in other countries. New financial centers and new 
financial institutions were created for the sole purpose of breaking the ties 
with Vienna and Budapest. The progress toward economic self-sufficiency 
was in full swing when the depression set in, which gave the second great 
impetus to the drive for economic self-sufficiency. 

The Present. The recent depression gave the governments new powers 
to foster the spirit of economic nationalism and to disrupt the economic 
relations of nations. The collapse of prices, the stagnation of international 
trade, the cessation of international lending, and the withdrawal of foreign 
short-term credits resulted in acute transfer difficulties and caused interna- 
tional defaults on a large scale and the adoption of stringent foreign ex- 
change restrictions. The sources of credit used to finance international trade 
dried up and primitive barter came to be regarded by some nations as a 
desirable method of international trade. The rigid foreign exchange regu- 
lations gave the governments almost complete control over imports and in 
their anxiety to maintain equilibrium in their accounts the governments 
used these powers freely. Under the influence of these developments and 
stimulated by the inability to obtain goods previously imported, new indus- 
tries sprang up in various agricultural countries in South America and on 
the Continent of Europe. The degree to which this development has pro- 
ceeded in the Argentine, to mention only one example, may be seen from 
the following excerpts from the report (April, 1936) of the Department 
of Overseas Trade of Great Britain: 


According to official estimates the number of workers engaged in all kinds of manufac- 
turing activities is nearly twice the number engaged in agriculture and stockbreeding, 
representing an increase since 1914 of 73 per cent, against an increase in farming of 29 
per cent... . The number of cotton spindles in the Republic in 1936 is expected to be five 
times as large as in 1930, producing some 20 million kilogrammes of yarn. A less rapid 
development has occurred in the production of cotton piece goods, but every effort is being 
made to increase the 20 per cent share of the total consumption which is at present locally 
provided. National mills supply practically the whole of the cotton knitted wear. . . . The 
manufacture of woven silk goods has doubled in the past five years. Domestic factories 
produce nearly one-third of the country’s requirements of paper and cardboard, output 
having increased by 50 per cent since 1931 and the total value exceeding that of either 
cotton or woollen textiles. Two new cement factories are being built in the provinces, 
although 93 per cent of the consumption was already provided locally in 1934 by the existing 
factories, working well within their capacity. The development of the rubber goods industry 
is illustrated by the fact that imports of raw rubber increased nearly eightfold between 1930 
and 1934, while the importation of manufactured rubber articles dropped to less than 
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half. . . . Local production of manufactured articles has hitherto been limited to supplying 
home needs only, but a commencement has been made in the exportation on a large scale 
to neighboring countries of shoes, hats, ice chests and electric motors. . . . The total numbe, 
of workers in all the manufacturing and extractive industries was estimated in 1933 x 
2,156,000 representing 43 per cent of the total employed, while 1,137,000 or 23 per cen, 
were engaged in agriculture and livestock breeding; commerce, transport, and othe 
occupations accounting for the rest. 


Similar examples can be cited for Brazil, Chile, and other agricultural 
countries in South America and Europe. The tremendous economic changes 
that have taken place in the Soviet Union are only too well known and 
need not be repeated here. Industrial countries in Europe, finding them- 
selves unable to dispose of their manufactured products abroad and to pay 
for the necessary foreign raw materials and foodstuffs, devoted all theit 
energies to the production of these materials at home. Most of them were 
aided in this undertaking by the rigid exchange restrictions, prohibitive 
tariffs, and other trade impediments. Thus, Italy drained marshes in order 
to increase its production of wheat and the battle for wheat became as 
important to Italy's economic nationalism as the battle of the Isonzo River 
had been during the War. Wheat imports into Italy decreased from 
2,300,000 metric tons in 1927 to 465,550 in 1933.1 Similar developments 
are taking place in Austria, Czechoslovakia, France and Belgium, and par- 
ticularly in Germany, which perhaps more than any other nation is obsessed 
by the idea of economic self-sufficiency. Even in England, a country which 
for decades had adhered to the principle of free international trade, tariffs 
were imposed and great efforts are being made to develop new industries 
and even the agricultural resources. 

The extent to which national independence has been achieved may be 
seen from the following tables contrasting industrial production with the 
foreign trade of some of the leading industrial countries. Business activity 
in some countries is today substantially higher than in 1929, while the 
value of foreign trade is considerably below the 1929 level. 

Although the recovery and the rearmament race had brought about an in- 
crease in the volume of international trade during 1935 and 1936, the above 
figures indicate that the nations have learned to produce commodities pre- 
viously imported. They have learned to substitute domestic products for 
foreign goods and to dispense with commodities which have for quite 
some time formed part of their living habits. Germany, for example, at the 
present time is exporting only 11 per cent of the total industrial output 
as compared with 20 to 25 per cent before the depression and is importing 
smaller quantities of food stuffs. Furthermore, a large part of the world’s 
trade is regimented through clearing and compensation agreements. 

Government controlled clearing agreements were devised as an emet- 
gency substitute for the natural and automatic international financial clear- 
ing process which broke down under the stress of the depression and are 


* Fascist Era Year, XII, 50 
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plying he result of the rigid foreign exchange restrictions in existence in a 
am number of countries. The mechanism of clearing arrangements is well 
nown and need not be stated here. 


other INDEX OF INDUSTRIAL PRODUCTION 
(1929 = 100) 
Itural 1932 1933 1934 1935 
66.9 73.7 80.9 91.8 
O pay 90.1 96.0 115.9 126.9 
their 69.1 71.4 72.3 80.6 
91.0 105.0 117.0 121.0 
were 
itive INDEX OF FOREIGN TRADE 
order (Values in terms of national currencies: 1929 = 100) 
ne as Imports Exports 
Dawes 1932 1933 1934 1935 1932 1933 1934 1935 
58.6 56.3 61.2 63.2 50.0 50.4 54.3 58.4 
........ Re 448 38.5 32.9 33.7 
nents Nited States ......... 30.5 33.0 37.7 47.0 30.6 31.9 40.7 43.5 
38.2 34.3 35.4 35.4 44.7 39.3 34.3 33.1 
pat- 64.8 61.5 73.2 82.4 52.3 59.5 71.9 71.2 
essed Belgium-Luxemburg .... 45.5 41.7 38.6 47.9 466 441 423 50.0 
64.4 71.4 76.2 74.4 67.2 72.0 72.8 74.7 


* In 1935 only 9 months. 


Clearing agreements may originate either with countries which had 
enacted foreign exchange restrictions or with countries adversely affected 
y be) my the exchange control enforced by other countries. Countries with for- 
. the! wgcign exchange restrictions found themselves on the one hand unable to 
ivity obtain on credit vitally important raw materials or manufactured goods 
the while on the other hand payments due them for exports to countries with 

“Bexchange control were withheld. Similarly the exchange free countries 


2 in- | found that they received no payment for their current exports to countries 
sove 9 With exchange control, while they themselves were paying promptly for 
pre- | imports from these countries. Creditor countries which were not receiving 


for | debt service from exchange controlled countries found clearing arrange- 
uite [yy ments a useful instrument to force the debtors to turn over a part of 
- the the proceeds of the excess of exports over imports from the debtor to the 
tput creditor country in payment of interest and amortization due to nationals 
ting of the creditor country. 


-Id’s Where an exchange controlled country refused to negotiate a clearing 

® agreement with a creditor or exchange free country, the latter resorted to 
ner- | Unilateral compulsory clearing, which, however, could be effective only 
ear- ™ Where the creditor or exchange free country had an unfavorable balance of 


are |» ‘tade with the debtor country. 
Clearing agreements, although originally conceived as a device to make 
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international trade possible under difficult exchange conditions, have been 
gradually developed into an instrument of commercial policy for 
the trade between two countries, for maintaining artificial exchange fates 
for the currencies of several debtor countries, and for obtaining the materials 
required for war equipment. These bilateral agreements have drastically 


reduced the volume of triangular and multilateral trade and have United | 
affected the competitive standards of trading nations. Under clearing ar we — 
rangements artificial channels of trade are created which disregard thejmm P°% : 
price element. Thus, to mention only one example, Germany in 1935 paid ws 21008 
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about 45 per cent above the world price for an inferior grade of wool im 
ported from Chile under the existing clearing arrangement between the 
two countries. 

The international flow of capital has also assumed a strange and uneco- 
nomic character. Instead of capital going from capital-rich to capital-poor 
countries, the flow has been reversed and the United States, which is suf- 
fering from a huge oversupply of gold and bank credit, has become the 
chief outlet for foreign funds. The currencies of practically all countries are 
managed primarily with the view of influencing domestic business and 


credit conditions, and huge stabilization funds have been set up to absorb , 
international shocks. The international money market has practically ceased Hol : 
to function, the migration of labor has been greatly restricted, and interna- park” 
tional contracts are upheld only when their disregard is a disadvantage. These ‘ 
and other developments and measures taken by the various governments yee 
have greatly undermined the system of economic interdependence of na- — 
tions and reduced materially the need for international economic inter-fm - 
course. Worse than that, several nations in Europe endeavor to live not ™ 
merely in economic but also in spiritual and cultural isolation. In order tof “"° 
inculcate a chauvinistic type of nationalism and to hide the cultural andj °°” 
economic impoverishment from their own people, some governments have si M 
set up strict censorship over every printed or publicly uttered word, re-fe ““ ) 
sulting in a steadily widening cultural gap among nations. Ing 
The Future. A survey of the present international economic situation fe- : . 
veals three definite and conflicting tendencies as regards the interdependence - ~ 
of nations. These may be listed as: an effort to lower present tariff barriers, 4 
to limit the fluctuation of the currencies, and to restore as far as possible men 


the principle of international division of labor; empire interdependence, 
that is, the extension of trade and financial relations between the mother 
country and dominions and colonies by means of mutual preferential treat- 
ment in matters of tariffs, quotas, and credit; and the attempt to attain 
economic self-sufficiency through the establishment of a totalitarian state. 

The principal active advocate of the first policy is the United States. 
The reciprocal tariff treaties that have been made with a number of coun- 
tries are definite steps to restore international trade and to tear down tariff 
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walls. The treaties so far concluded, however, are limited in scope and while 
they are based on the principle of the most-favored-nation clause, in some 
cases they also include quotas which in themselves are a measure aimed 
to prevent the interchange of commodities beyond certain stipulated quan- 
tities. Thus far only few countries have followed the example of the 
United States. The recent reduction in tariffs made by France and Italy at 
the time of the devaluation of their currencies was intended for the pur- 
pose of broadening international trade only in so far as it was necessary 
to prevent a disproportionate rise of prices of commodities in their own 
markets. It is also believed that the relatively sharp increase in prices 
of commodities which took place during the last few months, coupled with 
the dislocation of industrial activity caused by the huge rearmament race, 
may force a number of countries to reduce tariffs in order to prevent their 
price level from rising too fast. This may prove to be a more powerful 
factor in partially restoring international trade than all the conferences held 
in the recent past. As far as the United States is concerned, the last election 
indicates that the government will continue its efforts to enlarge the chan- 
nels of international trade. 

The agreement made between the United States, France, Great Britain, 
Holland, and Switzerland for co-operation among their respective stabiliza- 
tion funds with the object of preventing undue fluctuations of their curren- 
cies, is a step in the same direction. While this in itself does not signify a 
return to normal currency conditions, it assures a certain measure of currency 
stability for the duration of the agreement and so removes a serious obstacle 
to international trade. 

However, so far nothing definite has been done in a collective way to 

remove the foreign exchange restrictions which give the governments in 
a number of countries more or less complete control over foreign trade. Even 
in countries where the transfer position has improved materially and where 
exchange control is no longer necessary, the governments are still maintain- 
ing the exchange restrictions primarily because they have proven to be 
a powerful weapon in controlling imports and in stimulating domestic 
industries, and an effective instrument in domestic credit control. 
: Moreover, the international capital market has not been revived thus far 
> and no effective steps have been taken or are even under consideration to 
» relax the stringent restrictions imposed on immigration. Hence, even if the 
present trade policies inaugurated by the United States were to be more 
widely adopted, they would for the immediate future merely remove 
some of the fetters that have been imposed upon international economic 
relations. Given political stability, however, these efforts could in the long 
run re-establish more normal economic relations among nations. 

Empire Interdependence. The Ottawa Conference of August, 1932, is 
the outstanding example of the attempt to create a greater degree of 
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economic interdependence of the British countries. Although so far the 
results of the Ottawa Agreement have not come up to expectations, the 
number of advocates of Empire Preference who desire the stren i 

of economic ties among the British countries is growing. Empire inter. 
dependence is of utmost importance to Great Britain. In itself greatly 
dependent on foreign foodstuffs and raw materials and on foreign markets 
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for its industrial products, it can never become as economically self- the gr 
sufficient as most of the countries on the Continent of Europe. Altho motiva 
the British Empire is dependent on foreign markets for the disposal of her ec 
a number of products such as wool, wheat, etc., yet on the whole it furnishes distant 
37.6 per cent of Great Britain’s total imports and absorbs 44.7 per cent coppel 
of her total exports. The huge investments by England in the Empire of tho 


countries enable her to purchase far more from the Dominions and Colonies 
than it sells to them. In spite of limitations, Empire economic interdepend- 
ence can be further developed. However, if the Empire trade policy were 
to be carried too far, it would cause considerable losses to countries such on the 
as the Argentine, Denmark, and others which for decades found in England 
an outlet for their surplus agricultural and dairy products. There is a 
limit, however, to the trade which Great Britain can shift from these 
countries to those belonging to the Empire without jeopardizing its invest- 
ments in the former. In this respect the policy of the international division 
of labor of the past casts its influence on the future. their 

Not only in foreign trade but also in financial matters has Great Britain 
adopted a narrower point of view which favors British in preference 
to foreign countries. Under the foreign loans embargo in force in Great to aff 
Britain, loans can be made to British Empire and to those foreign countries in th 
which agree to utilize the larger portion of such loans for the purchase of 
commodities in Great Britain. 

In addition to extending certain preferences to empire countries, Great 
Britain and several other countries have adopted the new international trade 
policy of buying primarily from countries which buy from them. This 
policy, too, narrows the international movement of commodities and violates 
the principle of international competition. 

The policy of developing and expanding inter-empire trade was also 
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E 
adopted by France, Italy, and Japan. In France during recent years great forc 
efforts have been made to develop the natural resources of the colonies. cou 
Thus the trade with its colonies in 1935 amounted to about 28 per cent mot 
of the total foreign trade of France, as compared with about 10 per cent in of | 
1913 and about 12 per cent in 1924. cre 

The conquest of Manchuria by Japan and of Ethiopia by Italy was in « 


motivated primarily by the desire to become independent of foreign raw 
materials and foodstuffs. Japan has invested huge sums in Manchuria and 
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since 1932 the trade between Manchuria and Japan has increased by 309 


he per cent. Not only does Japan hope to obtain most of the needed raw 
18 HE materials in Manchuria and in North China but she also expects that 
f- these territories will absorb a greater portion of her manufactured goods 
ly 9 and will offer an outlet for her surplus population. 

ts While Japan’s aggression in China was at least partly explained on 
f the grounds of military necessity, the conquest of Ethiopia by Italy was 
. motivated almost entirely by economic greed and the desire to decrease 


her economic dependence on foreign countries. Italy hopes in the not 
distant future to make herself independent of foreign wheat, coffee, cotton, 
copper, and a number of other commodities and also to settle hundreds 
of thousands of Italians in Ethiopia as colonists. Whether or not Japan 
and Italy will succeed in their efforts still remains to be seen. 

Although there is a definite limit to the expansion of empire trade, yet, 
should the present tendency continue, nations would depend more and more 
on their colonial possessions for materials not produced at home and on the 
purchases by their colonies to absorb their manufactured goods and to afford 
new outlets for their labor. 

This tendency is most pronounced in Japan and Italy which, having 
embarked upon imperialistic policies and having tremendously increased 
their public debts in the process of conquest, are endeavoring to justify 
their acts before their own people by strenuous efforts to show some 
concrete economic results. The hasty development of colonies mainly for 
the purpose of making their owners economically less dependent is bound 
to affect those countries which had before furnished the goods now produced 
in the new colonies. They in turn will be forced either to find new outlets, 
or to reduce their prices, and ultimately, unless new changes take place, 
to reorganize their own national economy with the view of becoming 
economically more self-sufficient. The empire trade policy, therefore, accen- 
tuates the vicious circle started by the War and broadened by the depression 
of living within one’s own shell except that the shell is widened through the 
inclusion of colonies. Where no colonies exist force of arms is used to 
acquire them. 

Economic Isolation. Military preparedness is the most powerful driving 
force behind the policy of economic nationalism practiced by some European 
countries, notably Germany. Economic self-sufficiency has become the leit- 
motif of the entire national planning of Germany and all the resources 
of the authoritarian state are used to achieve this aim. Germany, with no 
credit standing abroad, with only relatively small foreign investments, and 
in doubt whether the channels of trade will be open to her in time of war, 
is endeavoring to place her economic system in such order that she may 
be able to wage war without supplies of essential war materials from 
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the outside world. Hence the desire to produce gasoline out of coal, to make 


invest 
synthetic rubber, to substitute aluminum for copper, and to increase the 


aid af 


domestic agricultural output, irrespective of cost. the in 

If one inquires into the causes of this feverish preparation for war one to ad 
finds in them the desire of the respective countries to have access to soutces to the 
of needed raw materials and to have outlets for their manufactured diffici 
and surplus labor. But instead of obtaining their goal through peaceful tende 
means, through strengthening the competitive position of their export in Ww: 
industries, they direct their efforts towards the production of war imple In ar 
ments to pursue these ends by force. to be 


Rearmament by one country has its repercussions on others which, 
willy-nilly, are bound to increase their own armaments and make their 
national economies ready for war. 

The tragedy of it all is that the same aims—namely, wider markets 
for manufactured goods and supplies of raw materials—could be achieved 
through peaceful negotiations and at far less cost. 

Conclusion. The tendency away from international economic inter- 
dependence is today more pronounced than at any time during the past 
fifty years. Great strides have been made toward economic self-sufficiency 
everywhere. World trade is reduced, the broad and useful function of 
the international flow of capital is greatly curtailed, and the movement 
of labor from country to country has to a large extent been eliminated. 
The nations of the world are, however, far from being economically inde- 
pendent. Even a country such as the United States, probably the most self- 
contained of all great nations, is dependent on the importation of certain 
raw materials and on the exportation of others. To do away completely 
with the interchange of commodities would require great changes in our 
economic structure and cause substantial capital losses and a considerable 
degree of regimentation. The same applies to inter-empire trade. Even the 
greatest existing empire that the world ever knew—the globe circling 
British Empire—is not self-sufficient, and for Great Britain to break its 
ties with old, established customers such as the Argentine, Uruguay, Den- 
mark, and others in order to foster trade with Canada, Australia, New 
Zealand, etc., would be highly costly. The broadness of the sterling bloc 
clearly indicates that the British Empire is economically much larger than 
politically. Here, too, there is hope for a return to the old principle of 
international division of labor. The greatest menace to peaceful international 
relations comes from countries which have adopted the principle of eco- 
nomic self-sufficiency as a preparatory war measure. In these countries the 
all-embracing powers of the state over economic activities are used to force 
production of substitutes for raw materials not available at home, and once 
the required plants have been constructed at great cost, new vested interests 
will have been created which will oppose imports liable to render their 
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investments absolute. Agriculture in particular is bound to receive further 
aid and protection. As long as this tendency prevails it is bound to affect 
the international economic policies of other countries which are compelled 
to adopt similar measures to protect themselves. This applies particularly 
to the agricultural countries which may be confronted with the task of a 
dificult and expensive reorganization of their national economies. This 
tendency, however, can go only to a certain point, where it will either result 
in war or in a reduction of tariff barriers and other trade impediments. 
In any event, economic interdependence of nations in the future is bound 
to be on a smaller scale than prior to the depression. 
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QUANTITATIVE AND QUALITATIVE CHANGES IN 1934 3 
INTERNATIONAL TRADE DURING THE In 19. 
DEPRESSION 

years 

By A. M. Fox from 

United States Tariff Commission Natio 

Extreme disturbances and shrinkage of international trade have been viled 


some of the most conspicuous features of the depression. An analysis of 
such changes involves a study of the decline in value, price, and physical 
volume of international trade, the behavior of trade in different classes of 
commodities, changes in the shares of various countries in the total inter- 
national trade of the world, and the present position of international trade 
in world economy as compared with its predepression position. It is with 
some of the more general and conspicuous aspects of such variations and 
the various factors most directly related thereto as causes and consequences 
that this paper is concerned. 


The international trade statistics used as the basis of this paper have been Ye 
taken largely from publications of the League of Nations. As the authors 
of those publications’ are aware, such statistics have many deficiencies 
arising from inaccuracies and incompleteness of the individual country 
trade returns on which the world data are based; the world data are also 1926 
defective because the individual country statistics are only roughly com- 1929 
parable. Their non-comparability is due to the lack of uniformity in report- 1930 
ing such matters as transit trade, bullion shipments, government purchases, aa 
and colonial trade, and due to the differences in the basis of valuation 1933 
of imports and exports and in classification of commodities. Moreover, 198: 
even if the statistics were accurate measures of changes in world trade, = 
the separate effects of the many influences contributing to produce the 
changes that have occurred cannot be quantitatively determined. With the of ( 
warning that highly refined conclusions are not to be expected, we shall 
proceed with a minimum of reference to statistical methodology. ne 


Recent Variations in the Gold Value of International Trade. In terms of 
gold value, the international trade of the world reached a peak in 1929 
for the predepression period; the figures for that year were about 5 per cent 
higher than the 1926-28 average and about 1 per cent higher than the 
corresponding figures for 1928 considered alone. After 1929, the gold value 
fell drastically, reaching its lowest level of the depression in 1934; most of 
the decline, however, occurred before 1933. In 1932 the gold value of the 
trade between countries was about 39 per cent of that for 1929, and by 

1The more important of the League publications referred to are the following: Statistical 
Yearbook of the League of Nations (Annual), World Production and Prices (1925-34 and 
1935-36), World Economic Survey (Annual), Review of World Trade (Annual), Balance 


of Payments (Annual), International Trade Statistics (Annual), Review of World Produc- 
tion (1932), Courses and Phases of the World Economic Depression (1931). 
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1934 a further decline to roughly one-third of the 1929 level had occurred. 
In 1935 there was a slight recovery from the low point of 1934. 

The variations in the gold value of total international trade in recent 
years are shown in the accompanying tabulations. The first tabulation, taken 
from the Review of World Trade for 1935, published by the League of 
Nations, is more comprehensive, being based upon the trade of 164 coun- 
tries, colonies, or other areas for which trade statistics are separately com- 
piled.’ The second, taken from the Foreign Commerce Yearbook for 1935, 
of the United States Department of Commerce, covers the trade returns of 
109 countries. It affords a comparison of the trade in the depression years 


TaBLe | 
Tora. INTERNATIONAL TRADE OF THE WorLD* 


Value in millions of U. 8. gold dollars Index of gold value 
of the pre-1932 gold content 1929 = 100 
League of U. S. Department of 
Year Nations data Commerce data League of U. S. Department 
(covering 164 (covering 109 Nations data of Commerce 
countries) countries) data 
Imports | Exports | Imports Exports || Imports | Exports | Imports | Exports 
1926-28 33,575.6 | 31,285.3 94.5 95.3 
1929... .| 35,595 | 33,027 | 35,536.3 | 32,820.4 || 100.0 | 100.0 | 100.0 | 100.0 
1930... .| 29,074 | 26,481 | 28,792.5 | 26,153.7 81.7 80.2 81.0 79.7 
1931... .| 20,795 | 18,909 | 20,747.6 | 18,714.8 58.5 57.2 58.4 57.0 
1932... .| 13,969 | 12,888 | 13,931.5 | 12,614.8 39.3 39.0 39.2 38.4 
1933....] 12,457 | 11,718 | 12,431.1 | 11,412.5 35.0 35.5 35.0 34.8 
1934... .} 11,983 | 11,305 | 11,938.7 | 11,050.4 33.6 34.2 33.6 33.7 
1935....] 12,093 | 11,457 | 12,181.5 | 11,297.9 34.2 34.9 34.3 34.4 


* League of Nations, Review of World Trade, 1935, pp. 9, 10. United States Department 
of Commerce, Foreign Commerce Yearbook, 1935, pp. 372, 373. 


with a three-year predepression period as well as with 1929. For those 
years for which data are given in both tabulations the figures do not differ 
greatly. This is because the trade of all the more important trading areas is 
covered in both tabulations and, as a matter of fact, a smaller number of 
the larger countries than the 109 covered in the second tabulation account 
for the bulk of the international trade of the world. 

It is probable that either series of figures (that for imports or exports) 
in either tabulation affords more accurate measures of the variations of the 
total international trade from year to year than they do for the absolute 
gold value of total international trade in any one year. This is due to the 
fact that the methods of compiling trade statistics are likely to differ more 


* For some of the less important of the 164 areas the trade returns were not available for 
certain years and estimates were used. 
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as between countries than are the methods of each country from year to year 

In order to combine the values of the trade of different countries they 
values had to be expressed in terms of a common unit. Gold values hay. 
only limited significance, however, in analyzing the variations from yex 
to year in total international trade or in the trade of particular countries 
Such values are especially limited in significance in the later years owing 
to the fact that many countries devalued their currencies between 193] 


TaB__E II 


InpIcES OF INTERNATIONAL TRADE Movements, BY Groups oF CoMMODITIES 
1929 = 100 


| 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 


Quantum* | 100.0 90.5 | 84.5 | 84.0 | 86.0 
Foodstuffs Gold price 100.0 52.0 | 45.5 | 41.0 | 40.0 
| Gold valuef | 100.0 47.0 | 38.5 | 34.5 | 34.5 


Raw materials and | Quantum* | 100.0 82. 


0 | 87.5 | 89.5 | 93.5 

semimanufactured | Gold price | 100.0 44.0 | 40.5 | 39.0 | 39.0 

| Gold valuet | 100.0 36.0 | 35.5 | 35.0 | 36.5 
gold 
Quantum* | 100.0 58.0 | 59.5 | 65.5 | 68.5 to 19 
Manufactured articles Gold price | 100.0 64.0 | 55.5 | 49.5 | 48.0 £ x 
Gold valuet | 100.0 37.0 | 33.0 | 32.5 | 33.0 Pam & 
- 192$ 
Quantum* | 100.0 | 93.0 | 85.5 | 74.5 | 75.5 | 78.5 | 82.0 mov: 
All materials Gold price | 100.0 | 87.0 | 67.5 | 52.5 | 46.5 | 43.0 | 42.0 193; 
Gold valuet | 100.0 81.0 | 57.9 | 39.1 | 35.2 | 33.9 | 34.6 ’ 
expr 
* The quantum index is the result of an attempt to measure the variations of the weighted quat 
average quantities of imports and exports of different goods—the weighting being on the thar 
basis of the prices of the different goods in a given year or period. In other words, the quantum | 
indices are intended to measure the variations in the values of the goods entering international loss 
trade after making corrections for price changes. ré 
t These indices are based on the total gold values of imports and exports combined, shown 192 

in Table I. 
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Source: League of Nations’ Review of World Trade, 1935, pp. 10, 14, and 15. 


and 1933. The major part of the decline in the gold value of international 
trade in the first years of the depression may be attributed to price declines 
rather than to shrinkage of the volume of the goods traded. During these 
years, however, the decline in gold values did correspond with the decline 
in the values in terms of the national currencies of the most important trad- 


ing countries. Price levels in most gold standard countries continued their im 
downward trend in the later years; and in most of the countries that os 
devalued their currencies prices did not rise in proportion to the devalua- pri 
tions. However, prices of exports and imports in terms of the national . 
currencies of most of the countries that devalued their currencies prior Re 


to 1935 have risen since the devaluations occurred. Since a large part of 
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e international trade of the world consists of the trade of countries that 
evalued their currencies in the period 1931-33, the gold values of total 
ternational trade fail to indicate the movement in the value of trade in 
erms of the currencies of many of the most important trading countries. 

Indices of Price and Quantity Variations of International Trade during 
he Depression. As is generally understood, and as has been indicated above, 
large part of the decline in the gold value of international trade since 
1929 is attributable to the fall in gold prices. Some idea of the extent to 
vhich the variations in the gold values are to be ascribed to the changes 
in gold prices rather than to the changes in the quantities of goods traded, 
may be had from the indices of gold prices and “quantum” of international 
trade reported in the League of Nations’ Review of World Trade and 
shown in the accompanying tabulation. Although these indices are subject 
to considerable margins of error on account of the inherent deficiencies of 
the basic data from which they are constructed, no doubt the variations 
in the average gold prices and quantities of goods entering international 
trade are roughly as represented by the indices. 

According to the computations of the League’s statisticians the average 
gold prices of goods moving in international trade fell each year from 1929 
to 1935, though the rate of decline was much less after 1933; the index 
of gold prices was 46.5 per cent in 1933 and 42 per cent in 1935 of the 
1929 level. According to the quantum index the average quantities of goods 
moving in international trade reached their lowest level of the depression in 
1932 rather than in 1934, which was the lowest year for international trade 
expressed in terms of gold value. It is estimated that on the average the 
quantities of goods traded between countries in 1932 were 25 per cent less 
than in 1929 and that by 1935 approximately 30 per cent of the quantitative 
losses sustained in the earlier years of the depression had been recovered. 

Changes in International Trade in Main Classes of Commodities Since 
1929.8 After 1932, the value of foodstuffs fell more, proportionately, 
than that of other commodities and in 1935 accounted for about the same 
percentage of the total value of international trade as in 1929. The value 
of the trade in raw and semimanufactured materials declined more sharply 
in the first years of the depression than that of the other classes. But, since 
1932, the value of trade in raw and semimanufactured materials has 
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* Data with respect to the quantum, price, and value movements of broad economic classes 
of commodities in world international trade are available for only a few of the more 
important countries; namely, the United Kingdom, United States, Germany, France, and 
Italy. Estimates of international trade movements of such classes of commodities are based 
for the most part on trade statistics for these five countries and on certain data regarding 
price and quantity movements of particular commodities in the trade of other countries. 
It is estimated that the trade of the five countries mentioned includes either in imports or 
in exports about 75 per cent of all goods moving in world trade. (The League of Nations’ 
Review of World Trade, 1935, p. 14.) Thus, the imports and exports of the five countries 
and leading commodities in the trade of other countries constitute a large part of the total 
goods entering the international trade of the world. 
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increased relatively more than that in other classes of commodities and in 
1935 accounted for a considerably higher percentage of the total value of 
international trade than in 1929. The proportion of the value of inter. 
national trade represented by manufactured articles has fallen somewhat 
since 1929, 

The changes in the proportion of the total values of international trade 
accounted for by the different classes of commodities referred to above are 
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unimportant compared with the movements of the average prices and 
quantities of these different classes of goods. The volume of foodstuffs 
and of raw and partly manufactured materials was much better maintained 
than were the quantities of manufactured articles. On the other hand, 
the average gold prices of foodstuffs and of raw and semimanufactured 
materials declined considerably more than did the gold prices of manu- 
factured articles. In Table II on page 14 and in Chart I are shown gold price 
and quantum indices of international trade for the three classes of com- 
modities for which such information is available. 

The contrasts in the movements of prices and quantities of the various 
types of goods traded between countries in recent years reflect in the field 
of international trade the factors which Gardiner Means has emphasized 
in his analysis of domestic trade and industry during the depression.‘ 
The gold price indices do not, however, fully reveal the degree of relative 
inflexibility of the prices of manufactured goods because much of the 
decline in the average prices of manufactured articles entering international 
trade occurred only with, and as a result of, the devaluation of the currencies 
of some of the more important countries exporting manufactured articles.° 
On the other hand, much of the decline in the average gold prices of 
foodstuffs and of raw and partly manufactured materials occurred before 
devaluation had become an important factor affecting gold prices. In terms 
of the national currencies of the exporting countries, therefore, the prices 
of exports of foodstuffs and of raw and partly manufactured materials no 
doubt had greater flexibility and the prices of manufactured articles less 
flexibility than the gold price indices would indicate. 

The increasingly unfavorable terms upon which foodstuffs and raw ma- 
terials could be exchanged for manufactured products was an important fac- 
tor contributing to the financial difficulties of many countries whose exports 
consist principally of agricultural and crude products. The same develop- 
ment led many countries to attempt to protect their agricultural and raw 
material producing industries against the greater fall in the world prices 
of these commodities than in those of manufactured goods. Such protection 
could be afforded by increased import restrictions or by currency devalua- 


‘Industrial Prices and Their Relative Inflexibility, Senate Document No. 13, 1935. 
"This would doubtless be indicated more clearly if we had indices of gold prices of the 
international trade in different classes of goods in 1930 and 1931. To some extent the 
situation is indicated by the trade statistics of the United Kingdom for imports and exports 
of which, in total, though not by economic classes of commodities, we have price and 
quantum indices for these years. About 80 per cent of United Kingdom's exports are manu- 
factured goods, while about 75 per cent of the country’s imports are foodstuffs and raw 
and partly manufactured materials. The price indices indicate that the gold prices of the 
United Kingdom's exports fell on the average by only about 4 per cent from 1929 to 1930, 
while the gold prices of the country’s imports on the average fell by about 12 per cent. 
From 1930 to 1931 the gold prices of the United Kingdom’s exports fell by about 17 per 
cent, while the gold prices of imports fell by about 20 per cent. (League of Nations’ 
Review of World Trade, 1935, pp. 78-9.) The depreciation of sterling was, of course, a 
factor affecting the average gold prices of United Kingdom exports in the latter year. 
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tion only in countries that were on an import basis with respect to the world 
commodities concerned. In the case of countries supplying agricultural world 
products and raw materials to export markets there was greatly increased 9 per 
interest in crop control and valorization schemes. per ce 
Comparing the movements of international trade in foodstuffs and in drop t 
raw and semimanufactured materials, the average gold prices of foodstuffs sion h 
fell less in the first years of the depression than did those of raw and partly averas 
manufactured materials. Since 1932, however, the reverse has been true. hand, 
In terms of quantity, the foodstuffs entering international trade also declined cent f 
much less in the first years of the depression, that is, until 1932, than did cent i 
raw and partly manufactured materials. After 1932, however, the trade in great 
foodstuffs continued to decline through 1934 and the recovery in 1935 thous 
was slight, whereas the trade in raw or partly manufactured materials began sider 
to increase in 1933, and by 1935 a large part of the quantitative decline of some 
the earlier years had been recovered. subst 
The international trade in manufactured articles has also increased tiona 
quantitatively since 1932, though as compared with 1929 it is still relatively had | 
much below the trade in foodstuffs and in raw and partly manufactured T 
materials. Probably a large part of this increase consisted of increased trade dept 
in machinery and other equipment for use in industry. clos 
It is, of course, impossible to determine the separate effects of the many inte: 
influences causing different quantitative variations in the international trade cise 
in various classes of goods. No doubt the different degree of the price ind 
declines in the several classes of goods has had the effect of maintaining pre' 
the trade in some classes more than in others. The greater variability in the a sl 
demand for some types of goods than for others has also been an important def 
factor; for instance, the severe decline in industrial activity and in construc- stin 
tion throughout the world tended to reduce the trade in raw and semi- imy 
manufactured materials more than the trade in foodstuffs in the early years def 
of the depression. The national policies of many countries have also oper- sin 
ated to affect differently the quantities of trade in different classes of do 
commodities. The failure of the trade in foodstuffs to recover: any substantial int 
part of the quantitative losses sustained in the early part of the depression pr 
is probably indicative of the success that has attended the efforts of certain an 
countries to attain a greater degree of self-sufficiency with respect to food 
supplies. Rearmament and the attempts of many agricultural countries to In 
develop manufacturing industries, as well as ordinary expansion of indus- dt 
trial activities in a period of recovery, have doubtless tended to promote a ch 
quicker recovery of the international trade in raw and partly manufactured cc 
materials than in other classes of goods. W 
Variations of International Trade in Comparison with World Production. 
There was apparently a much more severe decline in the international trade 
of the world than in the internal trade of most countries and than in the Y 
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world production of goods.® It is estimated that in terms of quantity the 
world production of farm, forest, and mineral products fell by only about 
9 per cent from 1929 to 1932 and stood in the latter year only about 3 
per cent below the 1925 to 1929 average. By 1935 about two-thirds of the 
drop that had occurred in primary production in the first years of the depres- 
sion had been recovered, such production having risen to a figure above the 
average for the period 1925 to 1929. Total international trade, on the other 
hand, as has been previously indicated, declined in quantity by about 25 per 
cent from 1929 to 1932 and the trade in primary products by about 13 per 
cent in the same period. World industrial activity probably suffered an even 
greater decrease than international trade in the first years of the depression, 
though not so much as the international trade in manufactured goods con- 
sidered separately. In 1932 industrial activity is estimated to have been 
somewhat less than 70 per cent of the 1929 level; after 1932 it increased 
substantially. Up to 1936, at least, the quantity of goods entering interna- 
tional trade had shown much less increase from the low levels of 1932 than 
had industrial activity. 

The present depression has been world-wide, whereas many previous 
depressions were confined to particular countries or, at least, were less 
closely synchronized in different countries. For this reason, the influence of 
international trade since 1929 has been different from that which it exer- 
cised in previous depressions. Though statistics on world production and 
industrial activity for earlier periods are lacking, it appears that in many 
previous depressions the maintenance of export markets in the face of 
a shrinkage of domestic markets tended to ameliorate the severity of the 
depression in particular countries. In fact, the tendency of exports to be 
stimulated by the decline in domestic prices was usually regarded as an 
important influence in restoring normal business activity. In the present 
depression export trade did not, of course, have a similar influence. In fact, 
since international trade probably declined more proportionately than 
domestic trade, it is likely that the fall in general business activity was 
intensified in countries which had considerable foreign trade. Thus, in the 
present depression international trade has been an aggravating rather than 
an ameliorating influence. 

Variations in the Shares of Particular Countries in the Total Value of 
International Trade of the World. The sharp fall in international trade 
during the depression has not been accompanied by many conspicuous 
changes in the distribution of the total value of international trade among 
countries.’ In terms of value, the foreign trade of the United Kingdom 
was somewhat better maintained than the trade of the world as a whole. 


* World Production and Prices, League of Nations, 1935-36, p. 7 ff. 
"Review of World Trade, League of Nations, 1935, pp. 24-5, or Foreign Commerce 
Yearbook, United States Department of Commerce, pp. 372-5. 
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The shares of several European countries, as well as of some other countries, 
show variations from year to year which conform to no very definite patter, 
In relative importance Canada increased as an exporter and declined as an 
importer. Changes similar to those experienced by Canada occurred in the 
international trade positions of a number of other countries whose exports 
consist predominantly of raw or partly manufactured materials. This is 
probably due to the fact that these countries are, in general, debtors and, 


thougl 

with the severe decline in the prices of their principal exports, more of the a ‘ 
exchange derived from the sale of exports was required to meet interest increas 
payments and less was available for the purchase of foreign merchandise. of rav 
The two most notable changes in the shares of different countries in export 
total international trade were in the positions of the United States and since 
Japan. Partly on this account and partly because of the present interest in A) 
the trade of the United States and Japan, the foreign trade experience of Unite 
these countries is briefly discussed. No d 


United States Share of World Trade. In value the foreign trade of the stron} 


United States fell more, proportionately, than total international trade. Such 
The imports and exports of this country taken together in 1929 represented the k 
nearly one-seventh of the total value of the imports and exports of all meas 
countries; measured on the same basis, the foreign trade of the United ately 
States in 1935 was not quite one-ninth of the world total. In 1935 the impc 
share of the total value of goods moving in international trade accounted have 
for by United States exports was about 25 per cent less than in 1929. part 
In the same period the proportion of the total value of goods traded between polic 
countries represented by United States imports fell by about 20 per cent. natu 
Yet these figures regarding the share of the United States in total inter- as 
national trade in 1935 represent some improvement in the position of the by \ 
United States as compared with 1934. prec 
The gold prices of the United States imports probably fell somewhat 192 
more than the average gold prices of all goods moving in international eigt 
trade. However, the greater decline in the gold value of the United States the 
imports is due principally to the fact that the imports of the United States ind 
declined more in quantity than did total imports for the world. There was the 
no great disparity between the fall in the average gold prices of United ; 
States exports and that in the average gold prices of total world exports. rec 
Apparently, therefore, most of the decline in the share of the United States an 
in total world exports on the basis of value is accounted for by a greater mu 
decline in quantities of the United States exports than of total goods moving ‘ia 
in international trade.® iat 
*It is estimated that in 1932 United States exports averaged only about 52 per cent as Ste 
much in quantity as in 1929. For 1935 the corresponding figure was 59 per cent. These Sta 
percentages compare with similar estimates for the quantities of goods traded between all p. 
countries of 74 per cent in 1932 and 82 per cent in 1935. United States imports were 61 Re 


per cent in 1932 and 81 per cent in 1935 of the 1929 quantities. The fact that United 
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The most severe decline in the exports of the United States as of other 

ountries in the early years of the depression was in manufactured goods. 
In the later years, however, United States exports of foodstuffs, both crude 
and manufactured, continued to decline while the trade in manufactured 
articles has increased somewhat after 1932. No doubt a large part of the 
decreased exports of foodstuffs in the later years was due to the drought, 
though agricultural control programs have also had some influence in the 
same direction. The drought was also responsible for a large part of the 
increased imports of foodstuffs which occurred in the last two years. Exports 
of raw material were well maintained throughout the depression, whereas 
exports of semimanufactures decreased greatly in quantity up to 1932 and 
since have recovered only a small part of the early losses. 
A number of factors contributed to the relatively greater decline of 
United States foreign trade compared to world trade during the depression. 
No doubt the increases of American tariff rates in the Act of 1930 tended 
strongly to decrease this country’s imports in the first years of the depression. 
Such increased tariff rates in themselves would, of course, have tended in 
the long run to depress United States export trade also. However, retaliatory 
measures by many countries against the Act of 1930 operated more immedi- 
ately to bring about a shrinkage of our exports. It may be noted that the 
import quota and exchange control systems developed by many countries 
have borne especially heavily on American exports. This was probably in 
part the result of intentional retaliation against the increasingly protectionist 
policy of this country in the post-war period and in part of the unbalanced 
nature of our trade with many countries using quota or exchange control 
as methods of import regulation. The discontinuance of foreign lending, 
by which a substantial part of our export trade had been financed in the 
predepression period, also tended to depress our exports severely after 
1929. Another factor in the relatively greater decline in United States for- 
eign trade compared to the international trade of the world as a whole is 
the fact that production of agricultural and mineral products as well as 
industrial activity apparently declined more in the United States than in 
the world as a whole.® 

The agricultural control programs have probably tended to retard the 
recovery of United States exports. However, with respect to both imports 
and exports of agricultural products as a whole, drought was no doubt a 
much more important influence. Apropos of the effects of the agricultural 


States imports in 1935 compared to 1929 were nearly as great in quantity as all goods in 
international trade is largely attributable to the increased imports into this country of 
agricultural products in consequence of the drought. The quantum index of the United 
States imports of foodstuffs was 109 in 1935 compared to 86 for the world as a whole. 
Statistical Abstract of the United States, United States Department of Commerce, 1935, 
p. 418, unpublished foreign trade data furnished by the Department of Commerce, and 
Review of World Trade, League of Nations, 1935, pp. 29, 14-5.) 
World Production and Prices, League of Nations, 1935-36, pp. 9-19. 
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control programs on our export trade, reference should be made in passi 
to a frequently neglected consideration. It is not inevitable that the control 
programs should result in long-run or normal restriction of the production 


but ha 
arbitra: 


Mar 
and exports of such goods. Moreover, during the depression there is reason measut 
to believe that the rigidity of prices of manufactured goods—a condition foreigt 
for which the organization of industry rather than intentional policies IM as pos: 
of government was responsible—probably resulted in much greater restric introdi 
tion of export trade in manufactured goods than did the crop control pro (im monoj 
grams with respect to the export trade in agricultural products. sion, f 


Japan's Share of W orld Trade. In 1929 Japan ranked eighth among the and tl 
countries of the world as an importer and seventh as an exporter. By 1935, 


of ca 
she had advanced to fifth place as an importer and to sixth as an exporter, oan 
Her share of the total exports of all countries increased in this period by was a 
about 25 per cent and the increase in her share of total imports was neatly curren 
as great. This increase since 1929 represents a continuation of the trend mies 
which appeared before the depression. In terms of quantity, Japan’s share accor 
of the world export trade no doubt increased much more sharply during circun 
the depression than the percentages based on value indicate. For, with the than 
yen depreciating relatively more than other important currencies, prices of reser 
Japanese exports in terms of gold have on the average fallen more than the as be 
prices of exports of other countries. provi 
The most notable increases in Japan’s export trade have been in cotton Ne 
textiles and other light manufactured products; the most conspicuous restri 
increases in her imports were in raw and partly manufactured materials, Prob; 
such as raw cotton and crude and semimanufactured metals, for use in incre 
Japanese industries that are to a large extent dependent on export markets. inter 
A factor which contributed to the stimulation of such industries in Japan tion 
during the depression was the extremely severe decline in the price of sion 
raw silk which is produced principally for export and which had formerly barg 
been Japan’s most important export product. As a result of this and other tena 
factors industrial activity in Japan is estimated to have been about 74 and trade 
92 per cent greater in 1934 and 1935, respectively, than in 1929.4 of h 
Increases in Trade Barriers during the Depression and Their Effects. The ing, 
greater quantitative decline in goods entering international trade than in agre 
world production during the depression is in part, at least, attributable to T 
the increasing restrictions that many countries have imposed on imports. the « 
The more severe restrictions consist not only of increased import duties, to tl 
but also of import quota regulations, import licensing, exchange controls, to, 
and the control of imports through official monopolies. The less familiar part 
types of import control have not only greatly restricted international trade thet 
* Foreign Commerce Yearbook, United States Department of Commerce, 1935, pp. trac 
372-5, and Review of World Trade, League of Nations, 1935, pp. 24-5. of 1 
we Developments in the Foreign Trade of Japan, United States Tariff Commission, cur 
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but have subjected much trade to more detailed, continued, and often 
arbitrary administrative regulation than tariff duties involve. 

Many of the increases in import restrictions were introduced as temporary 
measures designed to meet depression conditions. The shrinkage of both 
foreign and domestic markets led to the determination to preserve as much 
as possible the domestic markets for domestic industries. The widespread 
introduction of exchange controls, quotas, and control of imports by official 
monopolies was especially related to disturbances growing out of the depres- 
sion, particularly out of the breakdown of international financial machinery 
and the depreciation of many currencies. In order to prevent the flight 
of capital, greatly increased restrictions on imports were considered neces- 
sary by countries that were weak financially. More stringent import control 
was also considered necessary by countries disinclined to devalue their 
currencies since these countries were also unwilling to subject their econo- 
mies to the extreme deflation required to bring their price levels into 
accord with the foreign exchange value of their currencies. Under such 
circumstances methods of controlling imports more flexible and certain 
than tariff duties were considered necessary in order to protect currency 
reserves and balances of payments and to conserve such foreign exchange 
as became available, in order to finance essential imports and in order to 
provide for such debt service as the countries considered it unwise to neglect. 

No doubt there was justification for many of the extremely severe 
restrictions imposed on imports under the circumstances just referred to. 
Probably, also, many of the restrictions were not intended to be permanent 
increases in the protection of domestic industries. However, barriers to 
international trade had a tendency to spread and become permanent. In addi- 
tion to the pressure from domestic interests for the continuance and expan- 
sion of import restrictions, there has developed a system of governmental 
bargaining for trade and political favors which is dependent on the main- 
tenance by the governments concerned of strict and elaborate control of 
trade. Many countries which initially showed no enthusiasm for the erection 
of higher barriers to international trade have been drawn into this bargain- 
ing, and an elaborate structure of clearing and barter agreements and of 
agreements regarding the allocation of quotas has resulted. 

The stringent control of international trade that has developed during 
the depression cannot confidently be regarded as a passing phase. In addition 
to the factors making for the continuance of such barriers already referred 
to, the newer devices for the control of international trade are counter- 
parts of the control of domestic trade, industry, and finance. To be sure 
there have been some favorable developments, such as the United States 
trade agreement program, and the reductions in duties and the elimination 
of many quotas by France at the time of the recent devaluation of French 
currency, that indicate a willingness to reduce trade restrictions. But such 
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developments have made only small breaches in the barriers to international 
trade that were erected during the depression. Unless sentiment in favor 
of the freer movement of goods between countries develops momentum 
and results in the reversal of the more general recent trend of commercial 
policies, we shall not achieve the degree of freedom of trade that prevailed 
in the pre-War or even in the predepression period. 

The fact that international trade has shown nothing like the degree of 
recovery that has occurred in world industrial activity since the low point 
of the depression indicates that there has been no substantial reduction in 
the increased barriers to world trade considered as a whole. Under increased 
protection, manufacturing industries, particularly those producing light 
products, such as textiles, have had a considerable expansion in several 
countries formerly predominantly producers of raw materials. Textile indus- 
tries of several South American and of the Balkan countries increased their 
output considerably during the depression. The expansion of the textile 
industries in these countries occurred while the textile industries of many 
countries of long-standing importance in the industry were declining. 

The increased barriers to imports have also apparently promoted some 
increases in agricultural production in countries important as exporters of 
manufactered goods. The increases in the production of agricultural 
products in certain countries which are, or formerly were, substantial 
importers of foodstuffs, occurred, moreover, while the agricultural industries 
of countries important as exporters of foodstuffs were extremely depressed 
and while several such countries were instituting programs designed to 
reduce their agricultural production. 

Such increase in the movements of goods in international trade as have 
occurred since the low point of the depression do not in the main indicate 
a return to anything like the predepression international division of labor. 
These increases in international trade have been largely in raw and semi- 
manufactured materials, with some increases in manufactured goods for 
use in industry. At least some part of these increases are attributable to the 
partial success of many countries formerly predominantly agricultural in 
promoting the development of domestic manufacturing. 

Thus international trade and data on domestic production of various 
countries give no indication that barriers to international trade erected dur- 
ing the depression are being reduced in considerable degree. Should the 
tendency toward extreme protection—more extreme than that contemplated 
in the pre-War period by even the most thoroughgoing protectionist—repre- 
sent a permanent and widespread change in international policy, the labor 
and resources of the world will certainly be less effectively employed than 
they might be otherwise. 

Triangular Trade. The types of import contro, that have been widely 
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countries supplying these materials or to shift their purchases of 
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pplied during the depression permit a highly discriminatory treatment 
f the imports from different countries. The allocation of import quotas 

ong supplying countries, the granting of permits to remit funds abroad 
n payment for goods, and the granting of licenses to import enable adminis- 
rative authorities to determine not only how much of any type of goods 
hall be imported, but also which countries shall supply the goods. The 
laborate system of bargaining among governments for trade favors that 
as developed under such arrangements has tended to shift trade in accord- 
nce with international political policies and with other considerations 


sed | irrelevant to the economic flow of goods. 

ight To be sure, such shifts in trade can also be promoted by means of dis- 
eral B mcriminatory tariffs. Even tariff rates applied uniformly to the same imports 
lus: Fe from all countries may, through careful classification of goods and differen- 
heir | wtiation of rates applied thereon, be used to influence the distribution of 
tile FBimports among supplying countries. However, tariff duties do not lend 
any | ™themselves to such precise and flexible control of trade between particular 
ing. Fs countries as do quotas, exchange controls, and control of imports by official 


monopolies. 

With respect to highly discriminatory systems of trade control, each 
particular country is in a strong bargaining position to demand favorable 
treatment for its exports in countries with which it has unfavorable balance 
of trade. On the other hand, a country can do little to get favorable treat- 
ment for its goods in countries with which it has export surpluses. As a 
result, the newer devices for the control of imports tend to fall with special 
severity or. triangular or multilateral trade; that is to say, on imports not 
covered by exports moving in the opposite direction between the same pairs 
of countries. This tendency is especially evident in the bilateral clearing of 


or. accounts which has grown out of exchange controls and blocked balances. 
mi- However, the tendency is also manifest in the unfavorable quota treatment 
fot accorded countries which have export surpluses with the countries using 
the F § quotas as a form of import control. Owing to the discriminatory treatment 


of imports from different countries in accordance with balance of trade 
considerations, triangular or multilateral trade, it is estimated, fell from 
about 18.4 per cent of total international trade in 1929 to about 13.8 per 
cent in 1935.1* There is some doubt as to the dependability of these figures 
as a gauge of recent international commercial policies toward bilateral bal- 
ancing. There is no doubt, however, that multilateral trade relations have 
been severely injured. Probably such trade would have been reduced in 
even greater degree were it not that many countries maintaining elaborate 
systems of import control have only a few sources to draw upon for some 
imported materials which they are most desirous of obtaining. In such cases, 
the countries concerned are not in a position to force their exports on the 


"Review of World Trade, League of Nations, 1935, p. 65. 
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countries supplying these materials or to shift their purchases of 
materials to countries that are important markets for their own p 

The purpose of a country in initiating a system of discriminatory 
ment of the imports from different countries in accordance urith 
of trade. with ----! 
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with 12 per cent in 1929. Exports from France to her colonies, which i 
1929 represented 18.8 per cent of her total exports, accounted for 30! 
and 31.6 per cent of the total exports in 1934 and 1935, respectively.’ 
The trade of the United States with its possessions as compared with it 
total international trade shows changes similar to those of the empi 
referred to above. In 1929 and in years immediately preceding, Unite! 
States exports to its noncontiguous territories accounted for about 5 pé 
cent of total United States exports. In 1933 and 1934, the corresponding 


cent 


% Statistical Abstract of the British Empire, 1925-34, p. 2. 

* Figures are based on data in Annual Statement of the Trade of the United Kingdon do 
1929 to 1934. 

* Figures based on data Tableau General du Commerce Exterieur, 1929-35. Inf. 
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rcentages were 9.7 and 8.8. The proportions of United States total imports 
resented by imports from its noncontiguous territories were 18 and 16.2 
cent of the country’s total imports in_ 1022 amd. 


TLY 


um traae OF Most Countries. Moreover, 
ational trade has not shown the degree of recovery since the low point 
f the depression that industry and trade in general have experienced. 

2. Maladjustments of prices of different types of goods in international 
trade intensified the disturbances of international financial relationships. 
hese maladjustments have to some extent been corrected by the delayed 
all in gold price of manufactured goods, a fall in prices which was in 
urn partly due to devaluations of currency. 

3. It seems clear that a large part of the decreased international trade 
elative to world business activity is a result of higher trade barriers. 

4. Though many of these trade barriers were the result of the depression 
and of conditions growing out of the breakdown of international finance 


"Information from table in Statistical Abstract of the United States, 1935, p. 419. 
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countries supplying these materials or to shift their purchases of 
materials to countries that are important markets for their own p 

The purpose of a country in initiating a system of discriminatory 
ment of the imports from different countries in accordance with its 
of trade with such countries is to stimulate its own exports to countris 
with which it has unfavorable balances. However, other countries 
adopted or may feel impelled to adopt similar practices in defending 
own export trade. Consequently, the countries beginning such a progran 
are likely to find their own export trade discriminated against in countris 
with which they have export surpluses. The net result of the whole systea 
of highly discriminatory trade barriers imposed in recent years is greath 
to restrict the total volume of international trade and to direct such trak 
as remains into less economic channels than less strictly controlled trai(iMirally affi 
would follow. 

Empire Trade Compared with International Trade in General in Recent tial tre 
Years. During the depression there appears to have been a tendency for th 
trade among countries within various empires to be better maintained 
than the trade of the same countries with the rest of the world. 

In the case of the British Empire, trade within the empire in 1933 ani 
1934 represented 29.5 and 29.7 per cent, respectively, of the total inter 
national trade of the empire countries, as compared with from 25.7 to 26.4 
per cent in 1929 and the years immediately preceding.%* Something of th 
same change is indicated by trade statistics of the United Kingdom alone 
In 1929, 29.4 per cent of the total imports of the United Kingdom cam 
from territories within the empire. In 1933 and 1934 the corresponding 
percentages were 36.9 and 37.1, respectively. The percentage of the totd 
exports of the United Kingdom going to empire countries does not show 
as conspicuous an increase, but here also the rise was appreciable, i, 
from 44.5 in 1929 to 46.9 per cent in 1934."5 

Of the total imports into France, goods from the French colonies repre 
sented 25.3 and 25.7 per cent in 1934 and 1935, respectively, as compare 
with 12 per cent in 1929. Exports from France to her colonies, which in 


1929 represented 18.8 per cent of her total exports, accounted for 30) 2. D 
and 31.6 per cent of the total exports in 1934 and 1935, respectively." MiB trade 
The trade of the United States with its possessions as compared with it I These 
total international trade shows changes similar to those of the empire HM fall in 
referred to above. In 1929 and in years immediately preceding, Unite HM turn p 
States exports to its noncontiguous territories accounted for about 5 pe 3. ] 
cent of total United States exports. In 1933 and 1934, the corresponding HM relativ 
" Statistical Abstract of the British Empire, 1925-34, p. 2. ‘ 4. 

* Figures are based on data in Annual Statement of the Trade of the United Kingdon, and o! 

1929 to 1934. n 
% Figures based on data in Tableau General du Commerce Exterieur, 1929-35. Inf 
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and the depreciation of currencies, there is as yet little indication that 
are soon likely to be moderated in any considerable degree. 
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rcentages were 9.7 and 8.8. The proportions of United States total imports 
epresented by imports from its noncontiguous territories were 18 and 16.2 
er cent of the country’s total imports in 1933 and 1934, respectively, as 
ompared with about 8 to 10 per cent in 1929 and in years immediately 
receding.’* 

A number of factors have probably been instrumental in maintaining the 
rade between territories within various empires better than international 
rade in general. The character of the goods moving in intra-empire trade 
ay have had some influence in this direction. Closer and longer established 
rading contacts and the tradition of mutual dependence also probably con- 
ributed to the same result. The tendency for an increasing part of the total 
oods moving between countries to consist of trade between countries politi- 
ally affiliated is not entirely, however, due to purely economic factors aris- 
ng out of the depression. To some extent it is the result of increased prefer- 
ntial treatment of trade between countries of the same empires. 

It cannot be assumed, therefore, that the increased importance of intra- 
mpire trade relative to international trade in general will disappear auto- 
atically with recovery. To be sure, many of the arrangements that resulted 
in increased preference for imports from countries within the same empires 
ere incidental to so-called depression measures, but there is reason to 
elieve that many of the preferences will be continued even though the 
mergency which gave rise to them no longer exists. 

General Observations. The most conspicuous changes that have taken 
place in international trade during the depression may be summarized as 
follows: 

1. The decline in the gold value of goods traded between countries has 
been severe, but most of this decline is attributable to the lower gold prices 
of the goods traded. However, the decline in the volume of goods entering 
international trade was also great and was considerably greater than the 
fall in world production and the internal trade of most countries. Moreover, 
international trade has not shown the degree of recovery since the low point 
of the depression that industry and trade in general have experienced. 

2. Maladjustments of prices of different types of goods in international 
trade intensified the disturbances of international financial relationships. 
These maladjustments have to some extent been corrected by the delayed 
fall in gold price of manufactured goods, a fall in prices which was in 
turn partly due to devaluations of currency. 

3. It seems clear that a large part of the decreased international trade 
telative to world business activity is a result of higher trade barriers. 

4. Though many of these trade barriers were the result of the depression 
and of conditions growing out of the breakdown of international finance 


"Information from table in Statistical Abstract of the United States, 1935, p. 419. 
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and the depreciation of currencies, there is as yet little indication that the 
are soon likely to be moderated in any considerable degree. . 

5. The methods of import restriction that have been developed in may 
countries have not only greatly reduced the volume of international tra 
but have subjected such trade to a greater degree of administrative contro 
This control has been used in such ways as to force such international trai 
as continues into less economic channels than it might otherwise folloy 
Increased preferences to intra-empire trade have had a similar influence 
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tional interpretation to its bilateral so-called reciprocity treaties, and cop. 


cessions were granted to other states only when they made equivalent new 
concessions of their own. 


in sof 
grow 
long- 
Tk 
by bi 
not | 
trade 
teed 
in m 
a tif 


CURRENT TENDENCIES IN COMMERCIAL POLICY 


By ARTHUR FEILER 
New School for Social Research 


Were we to discuss current tendencies in commercial policy in the light 
of pre-War conceptions instead of those of today we would have to dis- 
tinguish antagonistic American and European tendencies. The European 
commercial policy at that time tended toward a real world economy, while 
the American policy was based more upon the idea of isolation or at least 
of remaining aloof. 
World economy in the European sense was understood to operate like 
a system of communicating vessels. There were different levels in these 
vessels, maintained by protective customs duties which operated as lock- 
gates. But these locks did not prevent communication. There was one uni- 
form world currency, based on gold, each currency in its national denomina- 
tion, but with free flux of gold among the different participants of the 
system and their similarly organized and similarly working central banks. 
There was a common standard of political security among the main states 
and a common standard of confidence among their outstanding banking 
and industrial undertakings; and the result was a real world system of 
international credit operations and capital migration. There still remained 
tree space for people to migrate. Even the customs tariffs, high as they were 
in some countries and tending to grow higher in the course of time, did not 
grow wild. Two limitations were active in preventing this; namely, the 
long-term trade treaties and the unconditional most-favored-nation clause. 

The tariff rates, and the free lists as well, were bound, to a large extent, 
by bilateral agreements; thus giving to the business world the certainty of 
not being suddenly confronted with abrupt changes in the conditions of 
trade across the frontiers. Moreover, the most-favored-nation clause guaran- 
teed a status of equality to all members of the system. When one state 
lowered or promised not to raise a duty by an agreement with a second 
state, any third state having a most-favored-nation treaty with the first par- 
ticipated immediately and automatically in that concession. The only return 
the third state gave in exchange was the assurance in those treaties that it 
would grant exactly the same equality of rights to the first state when it 
made a trade agreement with someone else. There was to be no discrimina- 
tion, citizens of all states linked by such treaties were to compete on 
the same footing in their export trade—that was the idea of the European 
system before the War. 

At that time the United States was opposed to the European concept of 
comprehensive trade treaties and particularly to the European concept of 
the unconditional most-favored-nation clause. Instead it applied a condi- 
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tional interpretation to its bilateral so-called reciprocity treaties, and con. 
cessions were granted to other states only when they made equivalent new 
concessions of their own. 

A complete change has since taken place. This is evident with resped 
to many European countries and their followers who have entirely aban- 
doned that old European concept of a commercial policy of ‘‘communicati 
vessels.’ The complete change of réle is, from another angle, to be found 
also with respect to the United States. To emphasize the new attitude 
towards commercial policy in this country seems to me all the more impor- 
tant since it is very often overlooked and sometimes even misinterpreted 
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in international debate. Certainly, it cannot be my task to discuss the 
single steps of that new policy. What is to be said in this respect either by Ii foreigt 
way of criticizing the tempo or furthering the execution, has been expressed fj the Ste 
excellently, for instance, by the Minnesota Report, as well as by members and sit 
of the Administration itself, by Secretary Hull, Secretary Wallace, Assistant iim outset, 
Secretary Sayre, and others. I need mention only the decisive historical Hi cveryv 
facts which, of course, are entirely familiar to this audience. Since 1922 credits 
the unconditional most-favored-nation treatment has been the basis of jj autom 
United States commercial policy. Since 1934, according to the Reciprocal Hj That + 
Trade Agreement Act, the United States proceeds to conclude tariff treaties I initiat 
which fix and diminish tariff rates mutually and to grant the resulting Rig break 
concessions immediately and automatically to all states that live with this jj and n 
country on most-favored-nation terms; that is to say, the United States has merci: 
adopted the pre-War European conception of commercial policy at the Jj been | 
very time when a great part of Europe has abandoned it. When we wish Bim prices. 
to analyze the prospects of the future, the change on this side of the Atlan- J as a b 
tic is as significant as that on the other. It, too, belongs to the ‘‘current every 
tendencies of commercial policy.” currer 
What has happened outside of the United States was described by a French i banki 
author as an earthquake, as a revolution in foreign trade. And even when J unfor 
trying to avoid all big words and to judge very soberly—considering that iB deval 
the sequence of earthquakes we have been experiencing for twenty-three J the w 
years is not yet finished and that its revolutionary destructions have afflicted I volun 
still higher values than foreign trade—we must confess that the changes In $0 
are drastic enough to cause us great concern. A German writer calls this He Prev 
a period of totalitarian protectionism. He is doubtlessly correct, and the Hy %¢w ' 
term may be applied as well to other than totalitarian states. alt ad 
This description holds true alike for the extent of the protective means credit 
employed and for their multitude. The customs tariff has in no way lost its the r 
importance in hampering foreign trade—quite the contrary. “Almost count 
uniformly,” says a League of Nations report, “tariffs have been increased, fy ‘ont 
in many countries frequently and in most substantially.” To this is to be depr 
added “‘the uncertainty to which the continual changes give rise. Treaties intro 
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tariff policy. The tariff changes prices and costs and competitive conditi 
only for the individual commodities involved, and every individual 
rate is always contested by and must be defended against counter-interey 
at home and abroad. Monetary depreciation transforms with one 
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which gave some assurance of stable conditions over a period of years have 
in most cases been replaced by temporary agreements for a few months at 
a time.” Finally, the definite abandonment of free trade by the United 
Kingdom and her adoption of a comprehensive tariff in 1932 characterizes 
the development in this field during the recent depression. More tariffs, 
higher tariffs, and more unstable tariffs are its result. But while the tariff 
has thus retained its applicability, it has lost its uniqueness and to some 
extent even its leading part among the means of protection, since newly 
developed methods of trade regulations have been combined with it in 
large areas—corresponding to the new totalitarian aims of protection. 

The first method we may discuss is currency devaluation as a means of 
foreign trade policy. This was started by England and by the members of 
the Sterling bloc in 1931; it was continued by the United States in 1933 
and since that time has been gradually spreading through the world. At the 
outset, its particular importance for foreign trade was not recognized 
everywhere in the same degree. The sudden withdrawal of large short-term 
credits from Austria, Germany, and England in 1931 had destroyed the 
automatic functioning of the foreign exchanges under the gold standard. 
That was the starting point. In this country, furthermore, devaluation was 
initiated primarily as a means of domestic policy for making up for the 
breakdown of commodity prices, for unburdening the debtors. But more 
and more the immense opportunities of monetary depreciation for com- 
mercial policy have been discovered. In principle, of course, they have long 
been well known. That, by the necessarily slow adaptation of domestic 
prices, monetary depreciation acts for some time in the country concerned 
as a barrier against imports and as a subsidy for exports, is to be read in 
every textbook. But what is really new, sensationally new, is that this time 
currencies have been depreciated not only in small, weak countries with poor 
banking organizations, as in the decades before the World War, or in 
unfortunate countries afflicted by that World War catastrophe, but that 
devaluations of currencies have been used during the latest depression in 
the wealthiest, strongest countries of the world, one after the other, as a 
voluntary, deliberate policy. There are differences of method and extent. 
In some countries the idea prevailed that devaluation should make good a 
previous overvaluation of a particular currency. In others it was a deliberate 
new undervaluation with the hope of obtaining beneficial results. In others 
a government intended by devaluation to prepare the way for domestic 
credit expansion while at the same time not increasing but even diminishing 
the real export prices. In still others it was simply the aim of defending the 
country against the measures of other foreign states, plainly a matter of 
contagion. At all events, the influence of the policy of deliberate currency 
depreciation on commercial policy cannot possibly be overestimated. It has 
introduced a fundamentally new method, contrasted with the old simple 
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tariff policy. The tariff changes prices and costs and competitive conditiog 
only for the individual commodities involved, and every individual tari 
rate is always contested by and must be defended against counter-interes 
at home and abroad. Monetary depreciation transforms with one 
the total scale of domestic prices for every commodity and for every servi 
in relation to foreign prices. Until new levels of communication are reached 
it gives in these foreign relations protection to everyone and omits no ox 
of the producers. Moreover, it is so easy to attain without long parliamentay 
debate and all the cumbersome hearings and committee meetings of a tatii 
revision, simply by a law or a decree of a few insignificant phrases. Indeed 
it is astonishing that tinkering with the currency as a means of foteig 
trade policy has not been practised earlier by the protectionists. 

Another decisive transformation of commercial policy has followed thifiMhave res 
first step. With the tariff, and even with tottering currencies, foreign trad : 
is still dominated by the law of price. Barriers are erected that must k 
overstepped whenever a commodity is to be imported. Whether this i 
possible or not is determined by the price. When the price is low enougt 
the commodity may pass the frontier in spite of everything. The innovation 
introduced into commercial policy in great areas during the recent depres 
sion, particularly since 1931, is the replacement of the law of price 
quantitative regulations. These new quantitative regulations are in th 
first place the answer to the currency devaluation of other countries give 
by those states which, for some reason or other, have themselves not bee 
willing to devaluate but have remained, at least nominally, on gold; o 
which, although devaluing, have not gone far enough to attain a new aute 
matic balance of payments. Again quantitative regulations are achieved 
by various methods. A state forbids the importation of commodities ge0- 
erally, allowing it only in special cases by granting import licenses, judging 
each case on its own merits. Or the state uses a general prohibition of im 
ports as the basis for establishing a system of quotas fixing the quantity thi 
may be imported for the different commodities or for the different importing 
countries, or for both. Or, third, the state exercises the quantitative regu 
lation of imports indirectly by managing the foreign exchanges; that 1 
by imposing restrictions on the use of foreign currencies as payment fot 
the imports. And this may be extended—and has been extended—by the 
highest technique. Clearing agreements are made by which these restrictions 
are regulated in bilateral treaties. Even compensatory or barter-trade is 
re-invented, where the individual trader in country A who wishes to import 
a commodity from country B must find there not only a man who wishes 
to sell the commodity but also another man in country A who wishes to 
sell to another man in country B commodities to the same amount of mone. 
The principle is always the same. This indeed is no longer a system of 
communicating vessels. It is no longer the price that decides the quantity of 
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ds (and services) exchanged between countries. The price plays, at 
st, a secondary réle. The primary decision is made by a governmental 
rdinance, decree, or law, and it is only natural that artificially subsidized 
ports correspond to imports thus artificially restricted. 

These are no longer the old quotas that were to be found in small number 
predepression trade arrangements. And the distinction to be made is 
ot only the nice one produced by Mr. Chamberlain at the World Economic 
onference in 1933, when he differentiated between “good” (i.e., British) 
uotas and “bad”’ (i.e., all other) quotas. The purpose of these old quotas 
as to allow a limited amount of certain dutiable commodities to be im- 
orted either duty free or at reduced duties. They made imports easier. 
he new quantitative regulations are intended to restrict imports. They 
ave resulted especially in restricting triangular exchange and in substitut- 
g for it bilateral trade. For the economist there is at least one consolation 
o be found in this new development; namely, that an old precept of ours, 
at a passive balance of trade is not, as the popular slogan runs, an un- 
avorable one, has eventually been recognized by statesmen and they have 
rawn highly important practical conclusions from this new understanding! 
hey have found that with bilateral trade, quantitative regulations, ex- 
hange controls, clearing agreements, etc., no more favorable position can 
ossibly be arranged than to buy more than one sells—the only thing neces- 
ary being not to allow the other country to dispose freely of the payment 
ue it. One must have with the other country a passive balance of trade. 
en one can compel the second country, for instance, to apply a part of 
he balance in its favor paying interest and amortization on older debts 
hich otherwise it would not be ready to pay. Or one can compel it to 
ermit the continuation of a certain tourist traffic which otherwise it would 
refer to forbid. Or, finally, one can compel it to buy what it would better 
uy elsewhere or not at all. France, therefore, in spite of all her pressing 
eeds for exports, has artificially restricted her exports to Germany (and 
0 some other countries that are in a similar situation) in order to remain 
n the favorable position of an unfavorable balance of trade. 

Germany’s foreign trade relations, active and passive, during recent 
ears afford highly enlightening illustrations of the above methods. She 
as been subjected by several countries to all the aforementioned compul- 
ions. She has been compelled to pay higher than world market prices for 
ood and raw material imported from countries that bought from her, or 
0 import, against her efforts to diminish unemployment, half-finished 
oods instead of raw materials. On the other hand she has used the same 
ethod of buying without permitting the transfer of the payments in order 
0 induce her compulsory creditors to buy from her as the only means of 
iquidating their balances. And she has also utilized her older frozen debts 
of more or less involuntary purchases by her creditors; for instance, the 
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el cartel could temporarily maintain an iron price in Germany which 
ceeded the world market price by more than twice the import duties, 
ply by participating in the European iron cartel which forbade its other 
rticipants to compete in the German market. And this is only one, 
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Standard Oil Company of New Jersey bought ships with its blocked ma 
and later acquired forty million mouth organs. She furthermore has 
veloped her frozen debts into a large-scale expedient for subsidizing expy 
by the plain fact that the creditors tried to get rid of those claims 
selling them at a high discount, making it possible for those acquiring thg 
to buy German export goods in spite of their high domestic prices. 
this leads to the last result of these quantitative regulations. Not only} 
price lost its power in making the channels of trade, but where the 
methods are applied to the extreme, money also has changed entirely; 
rdle as a carrier of commerce. A system introduced at the outset as a me 


of preserving artificially the exchange value of weak currencies, ends uk domest 
mately in destroying that exchange value altogether. Italy and Germanggggnderlyin, 
following the example of the Soviet Union, have forbidden the - be in th 
their own banknotes, thus giving a new content to the old notion of “ e shoul 
deemable paper money.”” Indeed, one cannot easily go farther; that s fempercial p 
end of the road. Money in such cases “has ceased to be negotiable,” andi ill be p 
has been replaced by a new kind of bimetallism—but without metal. Tigmmeates for 
printed money with its old denomination is to be used only for domes whey 

he Soviet 


purposes. All transactions with foreign countries, to and fro, are piil 
either in their currency or in a new written currency, or rather in a mult 
tude of currencies; that is, by a complicated clearing system of claims hithe 
and thither with widely different exchange values according to their difg™ptal char 
ferent origins, such as the manifold German blocked marks, tourist markgjp* ¢Con0 
Aski-marks, and so on. If George N. Peek had carried out his projectifim™evolutio 
barter with Germany—American cotton against German manufactur its wil 
goods—it would have been simple to deal with the latter, and thus to fin cordanc 
the real exchange price for them and for the cotton, by introducing ites ap 
“‘Peek-mark” in addition to all the other kinds of marks. Only at that timjgmpterests 
the system was not as elaborated as it is today. Such are the ultimate resusjmmetiff prc 
of the new method for the countries involved. But those countries whidjimmcy obt 
abstain from these methods suffer also from them through the diminution pp! 
of triangular trade, through the restrictions imposed by them on forma 'sting 
customers and present debtors, and through their depressing influence «mest be ¢ 
general world economic conditions. f privat 

It is not surprising, says the League of Nations in its Enquiry into Clea hercial | 
ing Agreements, that the first persons to discern that possibility “imagine! tereste 
themselves to be the inventors of a new and effective economic system’ t speci 
Indeed, this is not surprising at all. To invent a new economic system, eve f other 
if it is only a pitiful disguise of the old, is apparently the most populiii be &¢ 
longing these days! But it must be stated that interference with foreig distri 
trade by quantitative regulation, destroying the functioning of the law @ ades, « 
price, is as such by no means a new invention. It has been practised before, 
and with high efficiency by national and international cartels. The Germ# d mor 
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more and more power in the state bureaucracy. That is what has ach new 
happened during recent years in all countries where the new methods ¢immmptcct!' 
commercial policy have been employed. The way of managing the quotgmmmpe4s¥’ 
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el cartel could temporarily maintain an iron price in Germany which 
ceeded the world market price by more than twice the import duties, 
ply by participating in the European iron cartel which forbade its other 
rticipants to compete in the German market. And this is only one, 
hough the most illuminating example; a score of similar ones could 
ily be added. From this a very important question may arise: is it a 
pmestic economic tendency towards organization that has led to the new 
indencies in commercial policy? Do the new methods of foreign trade 
plicy—planned versus liberal commercial policy, as Gottfried Haberler 
lls them—simply correspond to preceding changes of method and forms 
domestic economic life? And are such inner organizational changes the 
derlying cause of the changes in commercial policy? If the answer were 
be in the afrmative, we should be at the end of our discussion. For then 
e should have reached the conclusion that these new methods of com- 
etcial policy are necessary and inevitable, and that for this reason they 
ill be permanent—that the opposite policy, such as that of the United 
ates for instance, is hopelessly antiquated and doomed to failure. As a mat- 
t of fact, the answer has to be decidedly “‘No’’—with the one exception of 
he Soviet Union. There, indeed, the foreign trade monopoly is the logical 
bnsequence of the domestic economic organization, of the totalitarian 
ationalization of the entire economic life. But even there, of course, the 
tal change of the economic structure has not been a necessary outcome of 
e economic development but the politically determined result of a political 
evolution. The state in the Soviet Union has adapted the economic structure 
D its will, to its purposes, and it operates its foreign trade monopoly in 
cordance with those purposes. The same is to be said for the capitalist 
ates applying these new methods of commercial policy. Certainly special 
hterests may use the state for protection; they always have done so, as the 
riff proves. The more strongly they are organized, the more easily will 
ey obtain protection, and the easier will it be for the state to employ 
€ appropriate means for the particular case and to make use of the 
xisting organizations for its purposes. Already organized they need not 
tst be created before being used. But that does not mean that the existence 
f private, group organizations requires certain methods and form of com- 
ercial policy. Such groups wish to be protected themselves; they are not 
terested in others getting the same protection. On the contrary, the desire 
f special, organized interests for protection must be fulfilled at the expense 
f other interests. Somebody has to pay for it. The more protection comes 
0 be general, the more it becomes necessary for the state to decide about 
s distribution and the more must the state impose its will on the individual 
trades, employing existing organizations here, ordering new organizations 
here, changing some and dissolving others, and eventually taking more 
d more power away from the private organizations and investing, instead. 
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new methods of commercial policy have been almost entirely in this 
rection. Monetary depreciation may be mentioned as the most important 
easure from which most of the others originated: introduced as a means 
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more and more power in the state bureaucracy. That is what has 
happened during recent years in all countries where the new methods ¢ 
commercial policy have been employed. The way of managing the quot 
affords a good example. At the beginning, bargaining about the quota 
between France and Germany for instance, was left to private 
organizations, the so-called bilateral trade boards. Later that bargaining wy 
taken over by state officials. At the beginning, profits resulting from th 
artificially hightened prices in the importing country were left to those whimmmo!!4 tec 
took the chance. Later organizations of importers or of exporters wer recove 
formed for their more equal and more general distribution. And final; velopm 
the state has taken over those artificial profits, or at least a part of them, b 
means of taxation, while from another angle, Germany has imposed : 
general levy for subsidizing exports on all her industrial enterprises undejamm UY at I 
the palliative title, ‘‘self-help for German industry.” This shows what i 
really cause and what result. The cause is the decision concerning a certain" of 
economic policy—which is policy with all its implications. The eventul 
economic organization is not the cause but is the result. 

If this is true, if, in discussing current tendencies in commercial polig, 
we are in the final analysis confronted with political tendencies, it becomes 
evident that the above-mentioned distinction between planned and liberd: 
commercial policy rests upon technical differences only. The real distinction 
to be made is not a distinction of method but of content; that is to say, th 
real contrast is between liberalism and nationalism—in the entire field of 
politics generally and in present commercial policy in particular. Whi 
Adam Smith realized, namely, that free trade cannot come into existenc 
as an isolated measure but only in combination with peace and good wil 
among nations, is proved abundantly in our day. Instead of peace we have 
seen since the armistice of November, 1918, only the continuation of wat 
with other means; instead of good will among nations, we have seen it 
great parts of the world a nationalism more intense than even in the remote 
ages when every stranger was regarded as a barbarian. Economic nationalisa 
in such a situation may act in a two-fold way: first, as economic polig 
employing nationalistic political means, and second, as nationalistic polig 
employing economic means. As a matter of fact, the two ways often mu 
parallel, also, because economic interests and political interests are oftes 
closely interwoven. Finally, both tendencies are very contagious, since ec? 
nomic nationalism spreads easily from state to state. 

The best example of how quickly state economic activity may be divertei 
into nationalism is to be found in the governmental efforts to diminish 
unemployment and to accelerate recovery. For this purpose methods can bt 
used that may further at the same time national and world recovery—fot 
instance, public works. But other means may improve the domestic situation 
at the expense of the world situation; and the tendencies discussed above 
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noise we may start all the more calmly. Autarchy may mean reagrarianix, 
tion of old industrialized countries or industrialization of young agricultunj 
countries or hoth As a matter of fact all ench develonmentc have ha. 


new methods of commercial policy have been almost entirely in this 
rection. Monetary depreciation may be mentioned as the most important 
easure from which most of the others originated: introduced as a means 
raising prices it actually led to a new lowering of world market prices; 
hile intentionally curing domestic evils, it was entirely overlooked that 
nultaneously the world’s evils were aggravated—new centers of dis- 
prbance were created, new dislocations of gold were induced; in brief, 
orld recovery was postponed, with the inevitable consequence that domes- 
- recovery, too, was retarded. This is one example; it shows the line of 
velopment. And evidently from that line it is only a step to nationalism, 
ure and simple, as a means for domestic recovery. ‘Buy from your cus- 
bmer, buy from your debtor,” runs the formula of bilaterai trade restrictions. 
Buy at home’’ is the even simpler formula of economic nationalism, which 
ishes to expand exports while restricting imports, although, as the Depart- 
ent of Commerce rightly states, “‘a one-way trade has not yet been in- 
ented.”” But to proclaim consumption of foreign commodities unpatriotic 
ppears quite logical in a time when logic is more and more replaced by 
ropaganda. It also appears quite consistent with a new kind of protection 
at has been developed to an unforeseen extent by post-War economic 
ationalism—the protection of the job. To admit immigrants as residents 
ut to forbid them to do any kind of work by which they can make their 
ving unless they have obtained a special license in addition to the imigra- 
on visa—this system, practised in several European countries, of licensing 
ot only the importation of commodities but also the labor of human beings 
best reveals the extent to which economic nationalism can be combined 
‘ith recovery policy. 
Agrarian protectionism affords another and even more convincing ex- 
nple of how national attempts to bring about domestic recovery may 
leepen a world depression and thus strike back eventually at the initiator. 
te Iuppose a country protects its agriculture by keeping out foreign agricultural 
nfemmports and by subsidizing agricultural exports. Agricultural countries are 
gfetnereby compelled to sell less agricultural produce abroad and thus can 
j [Pey a smaller amount of imported manufactured goods. Finally they may be 


induced to build up new manufacturing enterprises of their own for 
Producing at home manufactured commodities that they formerly took 
rom abroad in exchange for exported foodstuffs. The League of Nations’ 
atest Survey describes such a development between France on the one side 
sd end Denmark and Poland on the other. The final result for France has been 
h that her artificial exports of wheat have at times replaced her former indus- 
tial exports that had lost their markets. 
pt With these two examples of economic nationalism, propagandized as 
n eeccovery policy, we are already in the middle of the discussion about autarchy 
hat has been going on so noisily for years. But in the presence of that very 
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noise we may start all the more calmly. Autarchy may mean reagrarianin, 
tion of old industrialized countries or industrialization of young agricultun 
countries or both. As a matter of fact, all such developments have bea 
going on continuously through the decades; even the noise has at tims 
invaded the debate of sincere people and receded again without mud 
damage. Which, for example, are the young countries in the process of 
industrialization? The answer depends entirely upon one’s position. Fron 
the English point of view, the industrial development of Germany during 
the second half of the nineteenth century and of the United States a fey 
decades later is very likely to have been the outstanding example o 
industrialization of youug agricultural countries; and not even this experienc 
prevented the slogan “the American danger” some time later from bein 
imported also into Germany! In reality, such a natural industrialization of 
younger countries has not diminished but enlarged specialization, inter 
national division of labor, and exchange of commodities. This is best shown 
by the well-known fact that England and Germany were each other's bet 
customers even for finished manufactured goods before the World Wa, 
Protectionism at that time—protectionism for manufacturing industries 
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protectionism for agriculture—lessened the economic advantages and the sates 
extent of that interchange, but in general it did not exceed a height thi invols 
still allowed the natural trend to continue. As long as that condition pre fim °° P“' 
vails, adults are not entitled to complain about children attaining thei ree 
majority. Continuous adjustments are necessary, always costly and at time on 
painful; there is no remedy against this necessity. We must even assert thi 7a 
in our day there is a certain tendency towards an increased natural autatchy P ‘ 
by progress in physics and chemistry: rayon instead of silk, motor-oil pro ee 
duced by coal mines, electric power gained from rivers, and so on. On the a 
other hand, after having stated all these facts, we are all the more obliged a 
to make clear that they present only one side of the picture of today. Wha pene 
is to be added, and what completely changes the situation, is again present “ts 
day nationalism. This nationalism, enlightened, if one pleases, by the lessons ee 
of the World War, considers the satisfaction of the needs of the population ee 
only a subsidiary aim of production. The main purpose of production unde 

its aspects is the power of the state, first, because increased domestic produc ni 
tion as such is regarded as increasing the political weight of the state in al Le 
its foreign relations, and second, because all types of production within the — 
borders of the state, e.g., of foodstuffs, war materials, and manufactured ae 


goods, are regarded as means of arming for war. This point, to whid 
propaganda still adds the thoughtless ideology of national independent 
by autarchy, is decisive. For it is evident that if production means armament, 
then the costs of production, the prices of the products, are entirely negli 
gible. Then one may invest billions and billions of capital in means of prc 
duction which can be sustained only by enormous duties and permanent 
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everything else, especially if the purchases are not paid for. For then great, 
German exports are to be taken over by these countries, first, consume; 
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ubsidies; then economic points of view are losing weight more and more. 
ventually the réles are entirely changed: production comes to be an 
ppendage of war preparation and the nation finally comes to be an annex 
f the army. 

Nationalism, political and economic, striving for political power by 
means of economic policy—that is what characterizes the new methods 
of commercial policy and what gives them a possibility of duration that 
they would not otherwise have. And that is true also for the last point 
that I shall discuss, regional arrangements. The political purpose is ob- 
viously predominant in the most important example of regional arrange- 
ments—the Ottawa Agreements. In the ninetenth century, customs unions 
were utilized (in this country, in Italy, in Germany) to give a realistic 
content to the idea of national unity, to prepare for the formation of a 
national state, or to unite and integrate its divers members. Nowadays 
empire-preferences are employed on a larger scale for a similar purpose— 
to bind the mother country and the dominions or colonies more strongly 
by common additional material advantages. That has been the way of the 
Britons, and to a certain extent also of the Dutch and the French, in the 


the latter case not without instructive conflicts with particular group interests 
tha fee involved. But such preferences are by long-standing tradition recognized 


as permissible exceptions to the most-favored-nation treatment, as compat- 
ible with the old commercial policy of Europe and now the new one of 
this country—just as are the neighborhood preferences, for example, of 
some South American or the Scandinavian or the Baltic states. As a matter 
of fact, there have been, with respect to regional arrangements, many 
discussions and numerous projects in recent years, but very few positive 
results, aside from the British Empire and from what is developing in 
southeastern Europe. The problems in the latter area have manifestly been 
created by the peace treaties, which have dissolved the Austro-Hungarian 
monarchy without creating a new, real order in that great territory and 
have dismembered it by erecting thousands and thousands of miles of new 
political and tariff barriers between several small independent states that 
find it difficult to live independently in this protectionist age of ours. It is 
this situation that Germany is using to expand her political and economic 


sphere of influence, sometimes coming into conflict with Italy and her 
the similar tendencies. Important for our topic are the new methods of that 
ad expansion. For it is no longer by the old means of preferential tariffs and 


the like that such expansion is desired, but it is the new commercial policy 
discussed above that has been found to be profitable for that political pur- 
pose—the quantitative regulations by exchange control, etc., which can be 
used to that end exactly like an import trade monopoly. It is not even neces- 
sary to employ the quota system with all its drawbacks. Concentration of 
German buying on those territories is the magic means employed. It entails 
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Second, there are already lasting material and spiritual changes in inter- 
ational economic relations, which have emerged from the long depression, 
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everything else, especially if the purchases are not paid for. For then greate 
German exports are to be taken over by these countries, first, consumes 
goods, later, machines, and finally perhaps entire plants, accompanied 
German engineers, which afterwards may serve again for producing ip 
creased imports to Germany. The result is that the economic life of sever 
states of that region has become more and more dependent upon trad 
with Germany and that enlarged German political influence has follows 
from that economic penetration. The price Germany pays for this result 
is that she buys more expensively in those states than she could buy on tk 
world market. It is an economic disadvantage taken over for political pur 
poses—indeed an interesting reversal of the economic interpretation o 
imperialism according to which political expansion finds its primary reas 
in the desire to increase the profits of big capital. At all events new tec 
niques of commercial policy create new possibilities whether we like then 
or not. It is the same fact that is to be stated with respect to the refined 
technique in the application of the most-favored-nation clause itself. Bj 
permanently increased specialization of tariffs, by more and more division 
and subdivision of its single items, and by the most ingenious definitions 
of the individual concessions it has become possible practically to restric 
those concessions to a large extent to the partner involved without letting 
other states participate in them in spite of the most-favored-nation claus. 
Some people call this progress. 

What are the conclusions to be drawn from this analysis of current 
tendencies in commercial policy? The economic crisis has induced important 
parts of the world to change their policy of foreign trade. At the beginning 
the new methods employed were regarded as purely transitory expedient 
for dealing with an emergency. But that does not answer any question about 
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the future; we know sufficiently well how easily, simply by the length of its oblivi 
duration, a transitory situation may change into a permanent condition. deval 
As a matter of fact, there are three serious considerations that prevent kind 
us from predicting a swift abandonment of the emergency methods. First, great 
there still remain remnants of the emergency. There are international debts, RW time 
private and public, not yet readjusted and not yet ripe to become so. There lastir 
is, moreover, the disorder or, to a large extent, destruction of the interns Tl 
tional mechanism of credit and capital migration by those very debts, by new 
political fear entailing periodically a flight of capital from the one or the cabil 
other country, and by the disarrangement of the international gold reserves. pans 
We have not yet reached the point where an international monetary standard saci 
can be re-established with the same stability as before the crisis by all im poli 
portant members of world economy; we have not even reached the point it is 
where all those members could with certainty abandon their monetary regu: whil 
lations and restrictions as soon as their decisions about devaluation or non- C 


devaluation become definite. not 
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Second, there are already lasting material and spiritual changes in inter- 
ational economic relations, which have emerged from the long depression, 
d which, in part at least, must now be accepted as facts. It could not 

otherwise. Not only did such permanent consequences follow as the 
esult of Napoleon’s Continental System and of the blockade during the 
World War, but the depression of the seventies of the last century left 
the same effect; for example, in Germany, it led to the definite acceptance 
of acomprehensive protective tariff and to the first epoch of strong industrial 
cartelization. To what has been said about regional arrangements and 
autarchization must be added reference to the development of the technique 
of state interference. In every future depression, for instance, the state will 
undoubtedly intervene so as to overcome the depression with less delay 
and with stronger determination than in the past though whether or not 
nationalistic means will be resorted to which will cause deepening of the 
depression in other countries cannot be predicted. Moreover, every bureau- 
cratic body, public or private, if once appointed, tends to survive and 
many such bodies have been appointed in numerous countries in con- 
nection with the new methods of commercial policy; they will not be 
fervently in favor of their own abolition. Even more important is the fact 
that the world has gradually become accustomed to that new totalitarian 
protectionism which only ten years ago would everywhere have been con- 
sidered impossible. Bastiat’s famous resolution, “to protect domestic industry 
against the light and heat of the sun entering houses to the prejudice and 
injury of meritorious miners and dealers in gas-coal,”’ is highly up-to-date 
again. All sense of shame in asking for protection has gone completely. 
On the other hand, the view that it may be possible to lower as well as to 
raise customs duties by one’s own free volition has fallen entirely into 
oblivion. That France acted in this way (very modestly, to be sure) when 
devaluing the franc was regarded with great surprise, since nothing of that 
kind had been done by countries preceding her in devaluation. As a whole, 
greatly increased power of the state in the economic field and at the same 
time greatly increased power of private economic groups in the state is a 
lasting outcome of the depression. 

The above considerations lead to a third point which may give to the 
new commercial policy a longer duration than otherwise; namely, the appli- 
cability of commercial policy to non-economic, political, military, and ex- 
pansionist aims. Such aims are expensive; they require sacrifices. But these 
sacrifices are less visible if imposed not directly but by means of commercial 
policy. And they can be imposed much more easily, since by this method 
it is possible to combine them with profits for particular, privileged groups 
while the double burden has to be born by the forgotten men. 

On the other hand, while all this is true and of great weight, we must 
not exaggerate the importance of these tendencies. They have developed to 
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their full strength only in Central Europe. And the pre-eminence of 
is declining in world trade, and not in world trade alone. In other Parts 0! 
the world, as far as the new methods of commercial policy have been en, 
ployed there at all, one is much more prepared to recognize their dray. 
backs and their costs. That is why I emphasized the new commercial polig 
of the United States so strongly at the beginning. For this policy is ng 
incidental; it is due to that recognition. And the same recognition is noy 
spreading through large parts of the world. One is more ready now than z 
the depth of the depression to visualize the advantages of a freer exchang 
of goods and services, to see—and to resist—the impoverishment, tk 
diminution of wealth, and the lowering of the standard of living of th 
peoples resulting from all these restrictions and to “ask nothing better thu 
to revert as soon as possible to the normal methods of international trade’ 
The first result of this new openmindedness has been the currency agree 
ment between the United States, Great Britain, and France—the beginning 
at last, as we may hope, of a return to more stable monetary conditions is 
the world. Of course, every prediction may fail if a new European war « 
a new world war should anew destroy all foundations of economic reason: 
ing. But all the more we must state what ultimately is behind our problen 
and why it cannot be answered with a clear “yes” or ‘“‘no” by economic 
arguments. In the end there is a spiritual struggle, and consequently : 
spiritual decision, to be made—the decision between nationalism, politica 
and economic, on the one hand and world co-operation on the other. 
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THE TRADE PROBLEM OF THE PACIFIC 


By VERNON A. MUND 
University of Washington 


The trade problem of the Pacific, from the American standpoint, is 
ssentially the problem of whether or not low-wage manufactured goods 
xported from the Orient constitute a menace to our industrial economy. 

is problem has been brought strikingly to the front by the rapid increase 
in the production of manufactured goods in Japan since 1930 and the sale 
f a large part of these goods in the world markets. The increasing sale of 
apanese manufactured goods in the United States is causing certain Ameri- 
an manufacturers to affirm that continued trade with Japan with its cheap 
labor will force the shifting of manufacturing activity from the United 
States to the Far East, or, as the only alternative, the reduction of American 
wages so that our manufactured goods can be priced in line with those 
from Japan.’ The fact that Japan is our third best export customer and is 
second only to Canada as a source of our imports, makes the problem of 
changing trade relations with Japan a most important one which deserves 
careful study. 

It is generally recognized that the factor most immediately responsible 
for the expansion of Japanese exports in recent years was the abandonment 
of the gold standard in 1931 and the subsequent low foreign-exchange 
value of the yen.? In this paper it is proposed, first, to analyze the more 
abiding factors which have promoted the exportation of Japanese manu- 
factured goods; and secondly, to consider whether or not the industrializa- 
tion of Japan, with its low wage, low price basis of living, makes it a more 
or less autonomous sphere with rather complicated trading relations with 
the United States. 

In considering the underlying factors which have promoted the expan- 
sion of Japanese industry and exports, one must recognize the great amount 
of effort which the Japanese government and capitalists have expended since 
the Russian-Japanese War to promote the industrial development of their 
country. Since water power resources are abundant in Japan, the electrical 
industry has been extensively developed, and today over 90 per cent of the 
prime movers in the manufacturing and mining industries are being 
operated by electric power. Similar efforts, especially in recent years, have 
been spent on the development and improvement of machinery and indus- 
trial organization, and at present the Japanese are producing a large part 
of the machinery used in their factories. Some of this machinery is of high 

"See, for example, C. T. Murchison, “Reciprocity Urged on Textile Imports,” New York 
Times, August 23, 1936; and, also, “The Promotion of Japanese-American Trade Relations,” 
National Foreign Trade Convention, November, 1936. 


_*See also, “Recent Developments in the Foreign Trade of Japan,” U. S. Tariff Commis- 
ston, Report 105, 1936, p. 25. 
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efficiency and from a technical standpoint is setting the pace for othe 
nations. 

To illustrate what the Japanese have accomplished in a given field of 
industry, we may quote the president of the American Cotton-Textile Inst. 
tute: “There is no better textile machinery in the world than is found noy 
in Japan. There is nowhere a finer mastery over the mechanical and chemiaj 
processes incident to the weaving and finishing of cloth and in no 
are business organization and administration more shrewdly devised to mee 
the trading requirements of a chaotic world.’ 

The principal large-scale machine industries in Japan which produce for 
export are the cotton and rayon mills; and it is in the field of cotton 
textiles, especially, that American producers are complaining of the Japanese 
imports. The rapid advance of these large-scale Japanese industries, how. 
ever, is not to be explained entirely as the application of cheap labor to 
modern machinery. Account must also be taken of the many internal prob 
lems of the American cotton textile industry. The failure of the American 
industry, generally, to set aside adequate depreciation reserves, the shift 
of the industry to the South, financial manipulation and poor management, 
and the failure to scrap obsolete equipment have put a large part of the 
industry in a vulnerable position. It is reported that 60 per cent of our 
cotton mills are definitely obsolete and that only 10 per cent are modem, 
up-to-date plants.* Whenever an industry fails to maintain its productive 
efficiency, the advantage created for competitors, even though slight, will 
necessarily occasion great shifts in the trade. The moral of such competition, 
however, is not that American wages must be cut or imports restricted, 
but rather that new industrial policies are needed. 

Although the large-scale cotton and rayon mills represent what the 
Japanese have done in a given field, they are not truly indicative of the 
whole range of Japanese economic activity. In the Japanese economy about 
one-half (48.4 per cent) of the employed persons are engaged in agti- 
culture, with 18.1 per cent in industry, and 15.3 per cent in business. Of 
the relatively small number of people engaged in industry, we find that 
approximately 52 per cent are employed in small shops of less than five 
workers, 59 per cent in shops of less than 10 persons, and 70 per cent in 
enterprises employing fewer than 50 persons.° 

In these small work shops, which account for a large part of the exports 
from Japan, little machinery is employed and that which is used is generally 
of poor quality. In fact, the real reason for the development of the small- 


*C. T. Murchison, “Reciprocity Urged on Textile Imports,” New York Times, August 
23, 1936. 

“ Based on reports from leading textile engineers. See, also, W. J. Enright, “Mill Moder 
izing Called Too Costly,” New York Times, April 28, 1935, and the report of the Cabinet 
Committee on the “Cotton Textile Institute,’ Senate Document No. 126 (1935), pp. 1148. 

*Tiejiro Uyeda, “The Growth of Population and Occupational Changes in Japan,” 
Japanese Council, Institute of Pacific Relations (Tokyo, 1936), pp. 13-4, 
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the liscale industries was the vast amount of cheap labor. The large number of 
people in relation to the natural resources turned the Japanese to manu- 
| of mfacturing, in addition to agriculture, and this industrial activity forced 
is. athem to import most of the necessary raw materials. The great abundance 
ow of labor, moreover, promoted the use of this factor in processing rather 
ic Jathan machinery which is expensive. To the extent that the small-scale shops 
itr Jucompete with larger Japanese factories employing much machinery, they 
ee [edo so by substituting labor. Although wages in the small enterprises amount 
to less than one yen per day for women, with one yen or slightly more 
for Me per day for men (about twenty to thirty-five cents),° the Japanese worker 
fon [can buy approximately as much with a yen as an American worker can buy 
ev fe with a dollar. With their simple tastes, moreover, the Japanese workers 
w- feecan maintain their traditional standard of living with these wages which 
to |e seem frightfully low in terms of American currency. 
yb The small enterprises excel in all things of artistic design, in novelty 
an fe goods, in goods subject to frequent style changes, and in the making of 
ift fe articles which require a great deal of direct hand labor. Since few of such 
it, products are made by the large-scale machine industries which prevail in 
he Je the United States, it follows that a large part of Japanese industry is 
ut | designed for a type of production different from that of most American 
n, industries. 
ye +The fundamental factor underlying the development of the Japanese 
| H industries, we have just observed, is the overabundance of population. In 
1, | 1927 a group of investigators reported that “Japan seems to have arrived 
|, & at the saturation point in regard to population,’’* and since that time, the 
population has continued to show a net increase of about one million per 
¢ — year. It is true that this rate of increase is expected to decline in the future; 
e — however, the significant economic fact is that by 1950 the children recently 
t born will have increased the working population (i.e., persons 15-59 
- years of age) by ten million.*® 
f The bulk of the population increase in Japan is in the agricultural popula- 
t & tion, and it is from this group that most of the factory workers are recruited. 
No factory worker, however, can expect to get much more than his alter- 
| — native valuation, and this is especially true when there are large potential 
supplies of workers on the farms ready to shift to the factories. Thus it 
? follows that the underlying factor influencing factory wages in Japan is 
the income of the Japanese farmers. 

In Japanese agriculture the productivity of labor is strikingly small. 
| This situation results not from any lack of skill, native ability, or indus- 
| triousness, but rather from sheer overpopulation. The labor element has 

*Based on the series, Small Scale Industries in Japan, Japanese Council, Institute of 

Pacific Relations (Tokyo, 1936). 
" Proceedings Second Conference Institute of Pacific Relations (1927), p. 122. 


*Tiejiro Uyeda, The Growth of Population and Occupational Changes in Japan, 1920- 
1935, Japanese Council, Institute of Pacific Relations (Tokyo, 1936), p. 3. 
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increased far more rapidly than the material agents and the efficiency with 
which they are used. As a result, the physical productivity of a Japanes 
farmer is strikingly low. This low productivity of Japanese labor is further 
evidenced by low labor incomes. In agriculture generally, wages on a season 
basis, as well as the earned incomes of owners and tenant farmers, average 
less than one yen per day.® Until the meager agricultural productivity and 
income can be increased and the huge rural reservoir of labor measurably 
reduced, the national wage level in Japan must necessarily continue to be 
low in terms of American currency. 

In setting forth the trade relationships inherent in the Japanese-American 
economies, we may observe that in Japan, the long factor in the labor 
material agents ratio is the labor element. In general, raw materials and 
fabricated goods in which the labor element is small are expensive in Japan, 
and command far more labor than in the United States. In the United 
States, on the other hand, labor is dear, whereas raw materials and many 
manufactured goods containing a large amount of natural agents are priced 
lower than in Japan. Our advantage, clearly, would be promoted by ex- 
changing American products in which the labor element is not large for 
Oriental goods or services containing much labor. This was early recognized 
on the Pacific Coast by the miners and lumbermen who, it is reported, 
regularly sent their clothes to the Orient to be washed, ironed, and returned 
again. The abundant labor of the Orient is too much of a genuine bargain 
to overlook; and it is this fact which should govern our trade relations in 
the Pacific area. 

Despite the very evident advantages of trade with the Orient, it is 
currently stated that the United States should prohibit the entrance of 
Japanese goods just as we have prohibited the entrance of the people. It is 
true, of course, that a given trade can be forced to suspend because of 
low-wage Japanese imports; however, the resulting expansion of out 
export, transportation, and merchandising industries would create new 
opportunities for American labor and capital. The suspension of all Ameti- 
can manufacturing activity, moreover, is clearly impossible. In general, 
machinery, tools, and raw materials in Japan are comparatively scarce and 
expensive, while labor is comparatively plentiful, and therefore lower in 
price than in the United States. Since the vast, overabundant population of 
Japan, and of the Orient in general, is likely to continue long into the 
future, it follows that only manufactured products in which the labor 
element is large, rather than all manufactured goods, will be the processed 
things which can reasonably be expected to enter the United States as 
imports. The very fact, moreover, that Japan will specialize for export will 
involve a relative deficiency in other branches of her industrial economy 


°K. Takahashi, “Japan’s Trade and the World,” oe ge Japan, June, 1934, p. 79; 


Factors in Japan's Recent Industrial Development, Institute o 


Pacific Relations (Tokyo, 
1936), p. 28; and also The Japan Year Book (1935), p. 858. 
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and thus create a market for the high wage products of the United States. 
The extensive trade which has been carried on between highly industrialized 
countries (such as the trade between Germany and the United Kingdom) 
is proof that the principle of specialization results in complementary rather 
than competitive production. 

In examining concretely our trade relations with Japan, we find that 
B only about 10 per cent of our imports are directly competitive with the 
products of important American industries,*° but that very high rates of 
duty are imposed on almost all of the items of trade. Evidently the only 
explanation for this ascetic policy is that the importation of Japanese manu- 
factured goods, as such, is dangerous to our industrial economy. In general, 
the imports which are competitive with established American industries 
carry high rates of duty and enter the United States only in amounts which 
are very small in comparison with domestic production. 

The large bulk of our dutiable imports fall into four other broad cate- 
gories.’! First, there are the imports of which we have no domestic produc- 
tion. In this list are such things as distilled oils, natural graphite, bamboo 
and rattan articles, wood novelties and carvings, canned oranges, dried 
mushrooms, Oriental foodstuffs, Japanese prints, hemp and ramie fabrics, 
rice and rush straw rugs, straw and grass manufactures, light and medium 
weight habutae, Fugi cloth, Japanese rice and tissue paper, Japanese etch- 
ings, straw hat bodies and braids, Oriental clothing, and novelties. Although 
these items have no domestic counterpart, the principal duty rates are 25, 
35, 40, 55, and 90 per cent. Such high rates necessarily restrict domestic 
sales and impose a serious restraint on imports. It is sometimes said that 
the foregoing imported articles may indirectly compete with domestic 
products; however, this argument overlooks the fact that an increasing 
standard of living is absolutely predicated upon an increase in the kinds 
and qualities of enjoyable goods. 

The second category of dutiable Japanese imports includes goods of 
which there is only a negligible domestic production and of which we 
| depend upon Japan for most of our consumption. This group includes 
> certain vegetable powders, agar-agar, decorated china and porcelain articles, 
novelty glassware and baskets, wool hooked rugs, silk handkerchiefs, papier 
maché, copying paper, incense, glass beads, dolls with movable parts, china, 
porcelain, and bisque dolls, miscellaneous brushes, and Christmas decora- 
tions. Here again rates of duty range from 25 to over 100 per cent, and the 
relative exclusion which results is not aiding the development of any 
domestic industry. 

A third category of imports consists of goods which are inferior to and 

” See also T. A. Bisson, “Japan’s Trade Boom,” Foreign Policy Reports, March 15, 1936. 

"In preparing these categories I have used the U. S. Tariff Commission Report on those 
United States imports from Japan which were valued at more than $12,000 in 1934. See 


“Recent Developments in the Foreign Trade of Japan,” U. S. Tariff Commission Report 
No. 105, 1936. 
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cheaper than similar domestic products and which reach a distinctly differeg, 
class of buyers. This group includes such things as low priced jewelry, 
optical instruments and magnifiers for popular use, low priced silver Plated 
articles and table ware, inexpensive friction tape, cheap tennis rackets fy 
children, low priced imitation pearl beads, and inexpensive mechanical toys, 
musical instruments, and reed fishing baskets. All of these items also hav. 
duty rates of 40, 50, 60, 100 per cent and more, despite the fact that the; 
are market goods different from the domestic product and reach an entire) 
different layer of domestic demand. 

Finally, there is a small group of highly taxed imports which are superior 
to and more expensive than similar domestic products. This category in- 
cludes talc, genuine pongee, fresh-water pearl buttons, and handmade fans, 
All of these items have rates of duty from 30 to 150 per cent, despite the 
fact that they are different market goods and tap a different layer of marke 
demand. 

Even though we cannot effect, at once, all of the highly desirable trade 
relationships inherent in the Pacific area, we can and should immediately 
change our commercial policy with Japan and the Orient. Japan should 
be given early consideration by our government for the negotiation of a 
trade treaty, and substantial tariff reductions should be made on the items 
which logically fall into the four categories we have just suggested. The 
specific articles to be included of course will require further study and 
investigation. Substantial tariff reductions should also be made on the 
products of those domestic industries which are found to pursue a monopo- 
listic and inflexible price policy. If the Japanese could be permitted to 
specialize and to sell us more goods of particular types, the tendency of 
imports to disturb established business would be much reduced, and the 
ability of the Japanese to buy our cotton, other raw materials, and manv- 
factured goods would be maintained and increased. In our long-run tarif 
policy, moreover, Japan should be given a place with other nations in 
a plan for the gradual lowering of all tariff schedules and import quotas. 

In summary it may be said that although the industrialization of Japan 
is effecting a change in our trade relations, this change can be made useful 
and beneficial to both countries. The vast supply of cheap but efficient labor 
in the Oriental countries will continue to make that factor the relatively long 
factor and therefore lower in price than in the United States. With freet 
trade relations, Japanese industry, which is highly adapted to change, could 
specialize on those products in which the labor element is very large. A 
great number of such products could enter our economy with a minimum of 
disturbance. Reciprocal trade relations, moreover, would stimulate exports 
from the United States, and in this trade American farmers and industrialists 


could expect to sell a large and increasing amount of raw materials and 
semimanufactured goods. 
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ANALYSIS OF THE NATURE OF AMERICAN PUBLIC DEBTS, 
FEDERAL, STATE, AND LOCAL 


By MABEL NEWCOMER 
Vassar College 


Any analysis of public debts in the United States must begin with a 
warning as to the inadequacy of available data. The exact amount of the 
gross federal debt can be found in the newspaper each morning, but the 
exact amount of the state and local debts has not been compiled for any 
year later than 1932. However, the Treasury publishes an annual figure 
for interest-bearing debt for June 30 of each year, and this undoubtedly 
covers at least 95 per cent of the total. Thus we have a very fair approxi- 
mation of the total gross public debt through 1935. 

The seriousness of any debt burden depends, however, on the nature of 
the debt as much as on the gross total. Here, again, the data are at hand 
for the federal debt; but any analysis of the nature of state and local debts 
offers great, and in part insuperable, difficulties. As a result of the dis- 
continuance of the Census Bureau publications, Financial Statistics of States, 
and Financial Statistics of Cities Having a Population of Over 30,000, 
after the fiscal year 1931, the outsanding sources of information on state 
and local debts are no longer available. Figures for cities having a popula- 
tion of over 100,000 are still published, but these cities are less adequate 
representatives of all local governments than the larger group of cities. The 
Financial Statistics of State and Local Governments: 1932 adds one more 
year to state figures and gives the total of local debts, but it makes no 
detailed analysis of these debts. 

The figures for federal debts, given in Table I, have been taken from 
| the Annual Report of the Secretary of the Treasury. The figures for state 
debts are from the Census Bureau publications, Wealth, Debt and Taxa- 
tion, Financial Statistics of States, and Financial Statistics of State and Local 
Governments, through 1932. State figures for later years have been com- 
piled from the financial reports of the individual states, supplemented in 
1936 by records of debt issues and redemptions found in the Commercial 
and Financial Chronicle. The figures used are those for debt outstanding 
at the close of the fiscal year: In the few states where the fiscal year 1936 
has not yet closed it has been necessary to take a somewhat earlier date. 

Local debt figures are from Wealth, Debt and Taxation and Financial 
Statistics of State and Local Governments for the years in which these are 
available. For the remaining years the debt has been estimated as the dif- 
ference between the total state and local interest-bearing debt published in 
| the Annual Report of the Secretary of the Treasury and the amount of the 
state interest-bearing debt plus the amount of warrants outstanding in cities 
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with a population of over 30,000. The latter figure has been taken from 
inancial Statistics of Cities through 1931 and has been estimated, on the 
basis of changes in the amount of such warrants in cities with a population 
of over 100,000, since that date. Any such debts of other local governments 
have been omitted because of lack of information, but it is apparent from 
the small amount of the miscellaneous debts of such jurisdictions in the 
1932 report that the missing sums are relatively unimportant. 

Considering first the amount of gross debts given in Table I, it is ap- 
parent that the increase in public debts during depression has been very 
great. The federal debt more than doubled in the five-year period from 
1931 to 1936. State debts, on the contrary, increased only 27 per cent 
during the same period, a lower rate of increase than in the preceding 
five-year period of comparative prosperity. And local debts, which declined 
sharply between 1932 and 1934, have not yet been restored to their 1931 
level. The astonishing fact that municipalities reduced their debts in the 
midst of depression was probably due in part to declining credit and in 
part to the fact that debt limits were tied to decreasing real estate assess- 

ments. But whatever the cause, municipalities applied a large part of their 
restricted resources to debt payments while the federal government carried 
© the relief load. 

The true debt burden is better measured by net than by gross debt. 
Figures for net debt are given in Table II. These figures are not the usual 
net debt measure of gross debt less sinking fund assets. All cash balances, 
investments in securities, and real estate held for investment have been 
included in the assets deducted even though the fund in which they are 
held is dedicated to the support of schools rather than to amortization of 
the debt. It is believed that such procedure is justified as long as the income 
from these funds is applied to governmental functions. The net effect is 
the same as though the school funds were dedicated to the amortization of 
the debt and the tax revenues no longer needed for debt service were 
applied to the support of schools. Among the state and local governments a 
substantial share of these funds is invested in the outstanding debt of the 
governmental unit holding the fund, and most of the remainder is invested 
in the obligations of other governmental units. This means that a large part 
of the outstanding debt is in public treasuries, not private hands. In so far 
as a state or local government has invested in its own bonds or the bonds 
of other jurisdictions within the state, the public debts of that common- 
wealth which are a burden on the taxpayer have been diminished. 

The investments or “recoverable assets” of the federal government have 
increased very rapidly during recent years, largely as a result of the loans 
of the Reconstruction Finance Corporation. Such investments, together with 


‘Land and buildings used for governmental purposes have not been included since they 
are not a source of governmental income. 
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cash balances and the exchange stabilization fund, grew from less than | 
billion in 1930 to nearly 9 billion dollars in 1936. If the debts of foreig 
governments to the United States were to be included in recoverable asse 
these would exceed 20 billions in 1936 and the net federal debt would shrink 
to 13.5 billions. The chance of collecting any large part of these foreign 


Taste II The 
Net Pusuic Dest in THE Unrrep States, 1919 anv 1926 To 1936* is 

In millions of dollars funds 
= —=—= sion a 

1919 1926 1927 1928 1929 1930 same 
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* Sources of data same as for Table I. * 
government debts is believed to be so remote that they have not been ao 
included here although they are, of course, carried as an investment in the bec 
Annual Report of the Secretary of the Treasury. Even without deduction dic 
of the foreign debt the net federal debt was lower in 1935 than it was du 
in 1919 and in 1936 it exceeds the 1919 level by less than 2 billion dollars. ha 
If the net federal debt thus calculated is reduced to a per capita basis it the 

is lower in 1936 than in the former peak year of 1919, being $200 in 1936 : 


as compared with $230 in 1919. 
There is, however, another side to this picture. There is always the 
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possibility that “recoverable assets’ will not in the end be recovered; and 
there is the further possibility that the federal government will be called 
upon to meet some of the obligations which it has guaranteed. This con- 
tingent debt, largely the obligation of the Home Owners Loan Corpora- 
tion and the Federal Farm Mortgage Corporation had reached 4.7 billions 
on June 30, 1936. 

The effect of deducting cash balances and investments from gross debts 
is greater for state than for federal debts. State cash balances and sinking 
funds combined exceeded 1 billion dollars in the years preceding depres- 
sion and investment and public trust funds exceeded 1.5 billions in the 
same period. In fact the total of these assets for all the states exceeded 
the total of all state debts until 1932. Since, however, the assets of one 
state are not available to another, the net state debt has been taken to be 
the amount of uncovered debt in those states (24 in number in 1936) 
whose gross debts exceed their assets. Net debts are less than half the 
amount of gross debts even in 1936 and in 1923 they were less than one- 
third of gross debts. 

The net debt of local governments is materially less than the gross debt 
although the difference is much less than for state governments. The record 
of local government assets is incomplete. Sinking fund figures are available 
for all local governments, but cash balances and other investments are avail- 
able only for cities with a population of over 30,000 for the period pre- 
ceding 1932 and for cities with a population of over 100,000 for the later 
period. Adjustment has been made for the latter by assuming that the 
ratio of the funds of the smaller group of cities to the funds of the larger 
group in 1931 has not changed since that year. No allowance has been 
made for assets of the smaller local governments other than sinking fund 
assets. They are probably small, but their omission results in some under- 
statement of assets and consequently some overstatement of net local debts. 
Even so net debts are less than 80 per cent of gross debts in 1936. 

The total per capita net debts reached $314 per capita on June 30, 1936. 
Of this sum just $200 was federal debt, $100 local debt, and $14 state 
debt. 

The figures for net debts are an inadequate measure of the debt burden, 
partly because the figures for assets are incomplete and uncertain, and partly 
because they make no allowance for the fact that some governmental juris- 
dictions, particularly municipalities, have borrowed large sums for pro- 
ductive enterprises such as water and power systems, the assets of which 
have not been deducted in obtaining the figure for net debt. In so far as 
these enterprises cover costs, including interest and amortization of the 
debt, the debts incurred for them are not a burden on the taxpayer. Un- 
fortunately, however, the data on local productive debts are very limited, 
and the estimates of local productive debts given in Table III are subject 


in | 
1 
0 
) 
} 
3 


54 American Economic Association 


to a wide margin of error. There is probably less error, however, in the 
estimate of the total amount of debts incurred for such purposes than in the 
assumption that the activities in question are in fact productive. The state. 
ment made concerning such debts in Financial Statistics of Cities is: “The 
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ee ee 367 629 500 329 342 357 
46 213 267 293 255 262 
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* Sources of data same as for Table I. Federal figures include Panama Canal loans and 
investments in governmental corporations and credit agencies. State figures are for “public 
service enterprises and investments.” Local figures are estimates based on the assumption 
that the proportion of the debt of all incorporated cities and villages which has been incurred 
for productive purposes is the same as this proportion in cities with a population of over 
30,000. These are based on the figures reported in Financial Statistics of Cities through 1931 
and beginning in 1932 on the figures of C. E. Rightor published annually in the National 
Municipal Review. The latter do not include investments but these are of less importance in 
cities than in federal and state governments. No allowance has been made for any such debts 
in rural local governments. 


revenues derived by most cities from public service enterprises and invest- 

ments are sufficient to meet the interest accruing on debts of this class.” 
The figures given in Table III are based on the assumption that all such 

debts are self-liquidating. For the federal government, the Panama Canal 
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Joans and the amount of investments in governmental corporations and 
redit agencies have been included. To accept these and reject the debts 
of foreign governments to us may well be questioned, but for the moment, 
at least, the government is receiving substantial returns on its domestic 
investments and very little on its foreign loans. The most important item 
in the state productive debts is the rural credits of Minnesota and North 
and South Dakota. The largest part of municipal productive debts is for 
water systems. These accounted for 76 per cent of the whole in 1935 in 
cities with a population of over 30,000 and loans for New York City docks 
and subways accounted for all but 8 per cent of the remainder. The per- 
centages given in Table III are based on gross rather than net debt since the 
investments have been included in the productive debts and again in the 
assets, and since, further, sinking fund assets for the productive debt can- 
not be segregated. 


TaBLe IV 

PERCENTAGE OF TAX REVENUES REQuIRED TO MEET INTEREST CHARGES 
a 1919 1926 1927 1928 1929 1930 
i Federal........... 13.8 24.3 22.6 21.8 19.2 18.2 
ae 4.5 6.0 5.7 5.6 5.7 5.6 
10.6 11.6 11.9 12.0 12.5 
i eee 12.1 15.7 15.0 14.4 13.6 13.3 
1931 1932 1933 1934 1935 1936 
21.8 31.8 34.4 25.6 22.7 19.2 
14.3 15.5 16.4 16.1 16.2 16.3 
15.0 17.5 19.1 17.6 17.1 45.5 


Accepting the figures in Table III at their face value, productive debts 
have risen during the depression to a substantial proportion of all federal 
_ debts. In the states, on the contrary, they have decreased both in relative 
importance and in absolute amount during recent years. The local govern- 
ments have, as is to be expected, the largest proportion of this type of debts 
and the proportion has not varied materially in recent years. 

Another test of debt burdens which can be made is the amount of the 
annual interest charge. This is given as a percentage of taxes in Table IV. 
In the year 1923 interest on the federal debt exceeded 1 billion dollars and 
amounted to just one-third of federal tax revenues. In the year 1933 interest 
Was a very much smaller sum—between 600 and 700 millions—but with 
teduced tax income it amounted to a little more than one-third of tax 
revenues. In 1936, however, it had fallen to less than one-fifth of tax 
revenues because of the great increase in the latter sum. The absolute 
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amount of the interest charge was larger in 1936 than in 1933, but leg 
than in 1934 when the debt was 7 billions lower. 

Interest has not amounted to as much as 10 per cent of state tax reveny 
in any recent year. Among local governments interest amounts to abo 
one-sixth of tax revenues. In both state and local governments interest has 
taken an increasing percentage of tax revenues in recent years. In 1936 
however, the percentage of all taxes required to meet all interest requi 
ments—federal, state, and local—is almost the same as in 1926; namely, 
15.5 per cent in the later year and 15.7 per cent in the earlier year. 

If governments are to pay their debts it will, of course, be necessay 
to set aside a much larger share of the tax revenues than is required for 
interest charges. If all governments had begun to reduce net debts in 1936 
at the rate of 5 per cent per annum, the total debt service charge would 
have equaled 35.5 per cent of all taxes and the federal debt service would 
have equaled 52.2 per cent of federal taxes. 

Applying the same procedure to individual states, it would have taken 
68 per cent of state tax revenues in Arkansas to meet both interest charge 
and 5 per cent of net debts in 1936. In no other state, however, would it 
have taken as much as half of state tax revenues to meet such an obligation. 
The state debt burden alone does not tell the whole story, however. The 
heavy debt in Arkansas is largely the result of the state’s assumption of 1 
substantial share of local debts in 1927. The result was to reduce local 
debts to manageable proportions. In Florida, where the state has remained 
practically free of debt, local debts have been so heavy as to lead to wide- 
spread defaults. Unfortunately data on local debts and local taxes are too 
fragmentary to permit the application of the same test to local debt 
burdens. 

A final test has been applied to the aggregate local debt burden by 
comparing both gross and net debt with assessed valuations. Recognizing all 
the limitations of assessed valuations as a test of taxpaying ability, they 
will continue to be an important measure of debt capacity as long as legal 
debt limits are tied to this base. Gross local debts amounted to 8.6 per cent 
of assessed valuations in 1926 and exceeded 12 per cent of such valuations 
in 1936. The increase is the combined result of growing debts and declining 
assessments. Even when the ratio is limited to net debt it is close to 10 
per cent (9.4) in 1936. Ten per cent is a commonly accepted debt limit 
When it is considered that these are averages for all local governments and 
that many governments have little or no debt it is apparent that the debts 
of a large proportion of our local governments must rise materially above 
such a limit. 

The shortcomings of the data given above are many. The estimates 
themselves are subject to a wide margin of error owing to the inadequacy 
of the data on which they are based. The analysis of the nature of the debts, 
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particularly productive debts, leaves much to be desired. And, more impor- 
tant than either of these, the treatment of state and local debts as aggregates, 
with no consideration of specific cases, is inevitably misleading. The ability 
of any particular municipality to meet its debt obligations depends on its 
own tax base and the proportion of its own debt which has been incurred 
for productive purposes. Resources are not pooled. Unfortunately the limita- 
tions of the data for recent years are such that it would take a far more 

retentious study than this to determine the extent to which municipalities 
are faced with debt burdens beyond their capacities. 

The aggregates alone, however, are not alarming. Net debts in 1936 
are 39 per cent above the War peak; but tax revenues in 1936 are 74 per 
cent above those of 1919. I should not care to prophesy that we shall re- 
duce debts, but I am convinced that we can. 
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THE LIMITS TO POSSIBLE DEBT BURDENS—FEDERAL, STATE 
AND LOCAL 


By PAUL STUDENSKI 
New York University 


Past history of public debts clearly reveals that there are limits to the 
amount of a debt which any government—whether it be a national author. 
ity, a state, or a municipality—can incur or bear; that when these limits are 
exceeded, the government becomes unable to meet its obligations, its credit 
disappears, and the welfare of the country or community concerned is in- 
juriously affected. It is extremely important, therefore, for a government 
to watch closely the burdens which its debt imposes so that it may stop 
borrowing before the burdens become too heavy. But how can a govem- 
ment discover the point at which the burdens of the debt might become 
unbearable? This is the problem with which the present paper is con- 
cerned. 

We shall consider in this paper only the burdens of internal debts 
which alone are of consequence in this country and, moreover, only such 
of these debts as are supported from taxation. 

It is common to think of the burdens of public debts merely in terms of 
the annual interest charges and repayments which a debt necessitates. Yet, 
where the debts are incurred internally, they impose at least one other 
burden on the population, of great importance: the burden of the supply of 
the loans. This burden is more immediate in nature than that occasioned 
by the debt payments. Sometimes it is the only actually effective burden. 
For it assumes under certain circumstances catastrophic proportions, and de- 
stroys the political and economic foundations of the country so completely 
and effectively that the occasion for the payment of the debt obligations 
never arises: the debt is repudiated before the payments on it really get 
under way. We shall begin our discussion, therefore, with an analysis of 
the burden of the supply of public loans and consider it as it appears, under 
the circumstances of prosperity, depression, and war, respectively; and we 
shall then pass on to the analysis of the burdens of payment of the debt 
charges. 

At the very outset it must be made clear that the burden of a public 
debt can be measured only in terms of the relations which the debt, or 
any attribute of it, bears to the wealth and income of the population, the 
size of the governmental budget, and to other such factors. The size of the 
debt, by itself, does not indicate its burdens. 

The national government and most of the state and local authorities in 
this country require during periods of prosperity, as during other periods, 
short-term loans in anticipation of the collection of their revenues. In addi- 
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tion, state and local authorities, generally, require during such times long- 
term loans for the financing of various improvements. The supply of credit 
for both of these types of loans is abundant, since business generates during 
periods of prosperity both short-term credit and long-term capital funds 
far in excess of its requirements. Much of the money, for want of a better 
outlet, flows into speculation and results in an inflation of the values of 
stock and real estate. State and municipal loans divert some of this excess 
of credit and capital from these speculative and relatively unproductive 
investments and provide a relatively safe and productive employment to 
this money. Lenders and investors eagerly take advantage of the opportunity 
to invest their money in these loans. Not infrequently, they induce the state 
and especially local authorities to take advantage of the favorable money 
market and to borrow the money from them. The ease with which money 
can be borrowed by the authorities results in overfree borrowing and over- 
easy spending of public funds on their part. The flotation of bond issues by 
them gives further encouragement to the inflationary influences operating 
within the business economy. The local improvements executed by the au- 
thorities with the aid of these bond issues tend further to inflate the values 
of real estate. In this and other ways state and municipal loans floated during 
periods of prosperity contribute to the general inflation that is going on at 
the time and help to precipitate a business depression. 

During periods of depression loans are required by the governments 
ordinarily even more than during periods of prosperity, for the purpose 
of anticipating their tax revenues which flow now into the treasury at a 
much slower rate. They are needed by the authorities also to cover their 
budgetary deficits resulting from a sudden decline in revenues, and they 
may be required by them also for the completion of the financing of the 
public works begun by them during the previous period of prosperity. 
Finally, the national government may require (as it did require in this 
recent depression) loans on a large scale for the financing of a vast pro- 
gram of relief and recovery. 

But the loans are not supplied to all public authorities during a depres- 
sion as easily as they are during a period of prosperity. Since the volume 
of credit and capital shrinks during a depression, there is an inclination 
among the lenders and investors at such a time to be extremely circum- 
spect in the extension of new loans or in the making of new investments. 
Only a national authority that inspires confidence and a few state and local 
governments whose credit is unimpeachable are able to obtain both short- 
term accommodations and long-term loans in the quantity required by 
them. Most of the state and local governments are denied credit, and find 
themselves, suddenly, in a state of extreme embarrassment. 

Such loaas as are supplied to public authorities during a depression are 
drawn mainly from two sources: funds that lie idle in the banks and other 
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institutions because there is no suitable demand for them in business; anj 
funds, artificially created by the national government, through the 

sion of bank credit. The loans which fill the gaps created by the decline 
in governmental revenue enable the government to maintain its regula 
activities and to that extent lend some support also to business activity 
But the loans which increase the spending powers of the government a. 
complish, as demonstrated during this depression, much greater results 
If employed at the proper moment and in a proper volume, they turn the 
tide of the depression. By making possible the extension of governmental 
loans to banks and other institutions in distress and to homeowners, thes 
loans save capital and property. By making possible the extension of vari: 
ous aids to farmers, the public loans help the rehabilitation of agriculture 


By furnishing the money for the financing of relief and public works, the HB rowing | 


loans sustain and expand the purchasing power of the population, con- Mm and spe 
serve the country’s most valuable asset—its labor forces, produce lasting J of such 
public properties of useful nature, and cause a resumption of industrial HMR capacity 
activity. The loans convert idle capital funds partly into active capita [MMR verted { 
funds and partly into consumption funds possessing great generating J munitio 
powers. stroyed. 

If the volume of consumption funds created by the public loans and Mj but the 
placed through public expenditures in the hands of the consumers is sub JM under t 
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stantial, demand for consumption goods increases. Prices in competitive 
industries stop going down and even begin to rise. Industry responds to the 
stimulus given to it with an expansion of output. Workers are re-employed, 
and this results in a further increase in demand. Industry expands its out- 


put still more, the national income resumes its upward climb, production In ti 
exceeds consumption, and capital begins to accumulate again. The gov- im towing 
ernment can now increase its tax revenue very materially, decrease its (half th 
emergency expenditures, and before long, balance its budget. This result J borrow 
can be accomplished smoothly, however, only if at the same time the J billion 
expansion of public credit and infusion of new consumption funds into the J sation: 
national economy are not excessive. Demand for consumption goods must under 
not be expanded at a more rapid rate than that at which industry can pro- MM size of 
duce a new output. Otherwise a scarcity of goods develops and a rapid (i bly ha 
rise in prices results. The stimulus furnished by the public loans to the time b 
consumption goods industries is, in time, transmitted to the capital goods cases 
industries, for the consumption goods industries eventually need, as theit analog 
existing equipment becomes obsolete, new equipment. borror 

When the government’s program of borrowing and spending was first to the 
launched in the latter part of 1932, and especially in the early part of 1933, In 
many people expected it to result in a runaway inflation. Some of them credit 
are wondering now why this inflation has not happened. The reason why gener: 
it has not happened is very simple: the borrowing and spending in question cause 
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has not been carried to excess. At no time has the purchasing power of the 
people been increased by this borrowing and spending in excess of the 
industry's capacity to produce. Industry has been able to respond with 
a new output to every stimulus given to it. The banks have absorbed the 
government bonds without any difficulty. Their credit has not been ex- 
anded to excess. Had the government's borrowing and spending been 
two or three times as extensive as it was, the predicted inflation might 
have happened. 

Those who prophesied a runaway inflation were influenced in their think- 
ing by the observations of the consequences which extensive governmental 
borrowing and spending produce in times of war. They overlooked the 
essential differences between circumstances surrounding governmental bor- 
rowing and spending in times of war and those surrounding the borrowing 
and spending under the recovery program during the depression. A few 
of such differences may be cited. In times of war industry is worked to 
capacity and yet this capacity declines. Labor power and materials are di- 
verted from the production of consumption goods to the production of 
munitions, and both labor power and materials are being ruthlessly de- 
stroyed. The quantity of money is increased, in consequence of the loans, 
but the quantity of consumption goods grows less. A rapid rise in prices 
under these conditions is inevitable. But in times of a depression, industry 
has a large unused capacity. Public loans put this capacity to work. Although 
the quantity of money is increased the output is increased, also, and a 
scarcity of goods need not happen. A rapid rise in prices, under these con- 
ditions, need not occur. 

In times of war (if the war is extensive) the government's annual bor- 
towing and spending amounts generally to between one-third and one- 
half the size of the pre-war national income. But the government’s annual 
borrowing and spending under the recovery program, aggregating 4 
billion dollars, amounted to less than 5 per cent of the pre-depression 
national income. In other words, the volume of borrowing and spending 
under the recovery program was only one-sixth to one-tenth the relative 
size of war-time borrowing and spending. Manifestly, it could not possi- 
bly have exercised as potent an influence on the level of prices as war- 
time borrowing and spending had, even if all the other conditions in the two 
cases were the same. The prophecies of inflation were based on false 
analogies and on a tendency to consider the volume of the government’s 
borrowing and spending in general terms instead of measuring it in relation 
to the national income and to the capacity of the industry to produce. 

In times of war the burden which the supply of loans imposes on the 
credit and currency system of the country and on the resources of the people 
generally, as already noted, becomes exceedingly heavy, first of all, be- 
cause of the hugeness of the sums to be supplied, and secondly, because of 
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the extensive destruction of the wealth that is going on at the time. 


A substantial portion of the requisite supply is obtained by drawing f the lar; 


the credit resources of the financial institutions of the country and by ip jon — 
ducing wealthy citizens to subscribe some of their capital funds to wa erie 
nuirem 


loans. The funds are very largely diverted from other private and publi 


employments. These diversions are greatly facilitated by the restrictive reg. HE” not be 
lations issued by the government against the extension by banks of accom HR’ ry 
modations to their customers which are not essential to war purposes ani bid i | 
against the flotation of private stocks or other corporate or municipal bond IE." po 
that are likewise not essential to those ends. The subscriptions general) Me 
do not impose material sacrifices on the subscribers. They do not diminish ws 


han befc 


their wealth, or, where the subscribers are banks, the wealth entrusted to ths 
pay 


them. They merely change the form of the wealth involved. Moreover, 


having bought the government bonds the subscribers not infrequently bor ™ P 
ditions. E 

row money against the bonds, thus restoring to themselves the possibilities 4 coll 
for profitable private investments. ——— 
somewha 


A second possible source of supply of loanable funds is the repatriation 
of some of the money held or invested by the citizens and financial institv- 
tions abroad. Not infrequently this repatriation is effected with the aid 
of the government, which obtains from the citizens their foreign secutitie 
and disposes of them in the foreign markets, for their account. 

A third source of loanable funds is the increase in saving among the 
middle classes and the salaried and wage earning employees. This increase 
in saving is artificially induced. The people are urged to curtail their con- 
sumption so as to make substantial subscriptions to war loans. Increased 
saving is facilitated to them (or forced on them) in various ways. This 
source of loans imposes obvious hardships on these people. Yet these hard- 
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ships are by no means as severe as those imposed upon them, in the end, by wept: 
another source of loanable funds. nepte 

The fourth source of loanable funds is the artificial expansion of bank 1" mee 
credit. It is brought into play generally at the very outset of the war, be oe | 
cause the other three sources do not supply the requisite funds rapidly é : 
enough. The processes by which funds are created in this manner are wel o a 
known. The government delivers to the banks its obligations. The bank + Sieg 
issue credit to the government against these obligations and expand theit ce : 
credit resources in a corresponding way. With government credit standing op . 
behind them, the banks lend money to the purchasers of bonds on the e 3 vs 
security of their purchases, or purchase the bonds outright from them wher wi ‘ 
ever they require cash. Money is thus secured by the government without the 3 


a decrease in the quantity of money in private hands, and is immediately 
put by it into circulation. The increased quantity of funds enables the gov: 'Duri 


ernment rapidly to put industry on a war footing. It makes possible a rapid —, 
transfer into the hands of the government and of the consuming publi — 
months 
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»f the large surpluses of goods left over from past production. Consump- 
ion can be continued under these conditions for a while as before despite 
e fact that the output of consumption goods now lags behind the re- 
nuirements. The inflationary effects of the loans supplied in this manner 
io not become apparent until the surpluses of goods referred to above have 
become exhausted. Then a scarcity of goods develops, and prices are 
id up. The government is still able to procure all the goods and services it 
equires, for it can keep on producing for itself artificially new supplies of 
oans. The wealthy persons also can continue to consume as before. And the 
ewly rich, who are gaining from rising prices, can consume even more 
han before. But the people of small and medium means cannot afford 
o pay the higher prices and must now get along with fewer goods. 

The process described generally occurs in all countries under war con- 
ditions. But in the United States the government has at times begun to levy 
and collect a substantial volume of war taxes and has reduced thereby 
somewhat the volume of loans needed to be floated by it in the future. 
It has wound up the war on occasions, therefore, with only a moderate 
inflation. Most of the other governments have not generally made such a 
shift from borrowing to taxation at this stage in times of war. They have 
kept on borrowing nearly all of their requirements and have rushed head- 
long towards a violent inflation. Inflation unfolds itself about as follows. As 
borrowings continue, prices rise. Ever larger sums of money are required 
by the government to effect the same purchases and ever greater loans 
must be supplied. Goods become scarcer all the time. The inability of 
the lower and middle classes to pay the ever higher prices grows more pro- 
nounced and the curtailment of consumption among them becomes ever 
more severe. By continually issuing mew loans the currency becomes in- 
creasingly diluted, the government takes to itself larger and larger shares of 
the investors’ rapidly shrinking purchasing power. The rising prices operate 
upon the people like taxes, only they operate much less equitably. It would 
be difficult to conceive of a capital levy that would be as regressive and con- 
fiscatory, or of a consumption tax that would be as oppressive, as are the 
rapidly rising prices induced by war loans. Not infrequently the rising 
prices represent the principal burden of the war loans, and the subscrip- 
tions to the loans only a relatively secondary burden. The final incidence 
of the war loans very frequently rests, in the main, on the common people 
and the recipients of fixed incomes—whether or not they subscribe to the 
loans—who are impoverished by the inflation produced by the loans. If 
the war lasts long enough and borrowing on an increased scale continues, 

‘During the first few months of a war there is generally a scarcity of money. Prices may 

weeks decline during that period. The increase in the quantity of money through the 

flotation of public loans and expansion of bank credit at first merely corrects this initial 


insuficiency of money. A rise in prices generally begins only after the expiration of a few 
months from the time of the beginning of the war. 
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the burden of the rising prices on the lower classes may become so into}. 
erable as to induce them to revolt. The disaffection in this case may be com. 
municated to the army, with the result that the defensive powers of the 
country crumble and chaos begins to reign. At this point the machinen 
of borrowing comes to a stop, and henceforth the government must depend 
entirely on the printing press for its support. Repudiation of the curreng 
in the end becomes inevitable. 

The expansion of bank credit accentuates the inflationary influences of 
war loans. But it is not a primary cause of them. War loans are inflati 
in effect even when they utilize merely the existing supply of loanable 
funds. For the supply of goods and services shrinks in the course of time 
so severely, as a result of the destruction of the nation’s resources that is 
going on at the time, that even the existing or normal supply of mone 
and credit becomes excessive in comparison. A rise in prices, under these 
conditions, becomes inevitable. Only deflationary taxes and deflationary 
monetary policies which would reduce the spendable monetary incomes of 
the people more or less in proportion to this shrinkage in the supply of 
goods and services, can prevent a rise in prices. 

The money invested in war loans is spent by the government partly on 
consumption goods and partly on such uses of capital goods as exhaust 
them very quickly. It produces very little lasting physical assets for the 
government. All that the investor now has in his hands is a claim agains 
future taxes, and, through these taxes, against the future production of 
society. This claim represents the sole intrinsic value of his investment, 
which thus differs very materially from ordinary business investments. 

Contrary to a common notion, internal war loans do not shift the burdens 
of financing the war upon future generations. These burdens are borne, 
under internal war loans, as under taxation, by the generation waging the 
war, at the time the war is waged. But these burdens are borne, under the 
system of internal loans, by people of small means to a much larger degree 
than under the system of war taxation, which is likely to be progressive. 
Besides imposing heavy burdens on the lower income groups during the 
war, public loans tend to impose heavy burdens on them, also, as will be 
shown below, after the war is over. 

Let us pass now to the consideration of the burdens imposed by an it- 
ternal debt through the payments which it necessitates for interest and 
principal; that is, to the burdens of the debt service. The debt service— 
or at least the service of interest—begins while borrowing is going on. But 
it is not much of a burden at that time. It is small in comparison with the 
large expenditures which are financed by loans and which constitute the 
main burden on the budget at that moment. Not infrequently, the debt serv- 
ice is taken care of at first from the money supplied by these loans. But 
as soon as it becomes necessary for the government to reduce or stop it 
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borrowings and to finance most or all of its expenditures from taxation, 

e burden of the debt service comes into bold relief. 

The size of the debt service depends on the size of the debt, the rates 
of interest payable on the debt, and the rate at which the debt is being 
etired. It is influenced profoundly by the business cycle and other economic 
actors as will be shown below. In discussing the burdens of the debt service, 
t is necessary generally to distinguish between its two component parts, 

e interest charges and the repayments, because their burdens are not the 
same and are not equally controllable. 

The interest charges are generally very large during the first few years 
after a war, when the debt is at its peak and the interest rates are high. 
But during the succeeding twenty years or so the interest charges generally 
come down at a fairly rapid, though very uneven, rate. Two factors force 
them down. One is the substantial repayments of the debt which generally 
take place during periods of prosperity when the treasury realizes large 
surpluses and when the repayments can be made without burdening much 
the budget and the taxpayers. The second factor is the gradual decline in 
interest rates from their high war-time levels to more normal levels. This 
decline in interest rates enables the government to refinance its debt at a 
great saving in interest costs. This drop in interest rates becomes especially 
sharp during periods of depression. Not infrequently, the reduction in the 
debt is temporarily interrupted during the depression as new debt is in- 
curred at the time. But eventually the retirement of the debt is resumed. 

Thus the repayments of the debt and the decline in interest charges pro- 
ceed generally in a fairly natural way and in close unison with the beats 
of the business cycle. Sooner or later, however, a point is generally reached 
when further reductions in the debt might affect adversely the country’s 
banking and credit system. It becomes necessary then to stabilize the debt 
at a certain level. Eventually another war or another catastrophe occurs 
which causes the debt and the debt service thereon to rise again and to 
reach higher levels than they had ever attained before. Such has been 
the course of the federal debt and debt service in the past. Such may be their 
course also in the future.? 

*Let us examine this course of the federal debt and debt service more concretely. The 
Civil War had increased the interest-bearing federal debt from 60 million dollars to 2.4 
billion dollars, or about 40 times, and it increased the interest charges on the debt from 
less than 3 million dollars to 140 million dollars, or almost 50 times. Interest rates had 
risen during the War to 7.3 per cent. During the succeeding twenty-five years (1866-90) 
and especially during the period of the eighties, the interest-bearing debt was reduced 
through gradual repayments below a billion dollars, or to 40 per cent of its former size. 
The interest charges on the debt decreased even more substantially, to less than one-fourth 
of their former amount. For not only was the interest now being paid on a smaller debt 


but it was also paid now at the rates of 4 to 4.5 per cent instead of 6 to 7.3 per cent as 
defore. During the second twenty-five or twenty-six year period (1891-1916), the interest- 


B bearing debt was maintained at about the 1 billion dollar figure. It rose slightly above this 


figure during periods of depression and treasury deficits and dropped slightly below it 
during periods of prosperity and treasury surpluses. Three-fourths of that debt bore interest 
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The size of the debt charges on a given debt and, hence, of the burda 
involved therein, may be controlled within certain limits. Unless the six 
of the debt has become altogether unmanageable or the general econom 
situation has become extremely adverse, an intelligent financial management 
can adjust the debt service to the government's capacity to pay and con. 
vert a heavy debt burden into a moderate one. It can do so by keeping 
the debt in such forms as command the lowest rates of interest, by taking 
advantage of reductions in market rates of interest or even by causing 
such reductions to take place, and finally, by wisely timing its debt retire 
ments. But undoubtedly the most effective way of keeping the burden of 
the debt service within reasonable limits is to avoid the incurrence of 1 
large debt. This can be done by using taxation in place of borrowing to th 
utmost possible extent. 

The burdens of the debt service are felt, in the first instance, by the gov- 
ernment. But they lodge eventually on the citizens who support the gov 
ernment and are served by it. They come to the citizens either in the form 
of additional taxes, or in that of a curtailment of the social services te 
quired by them, or in both of these forms. 

Contrary to a foolish notion running through some discussions of the 
burdens of an internal debt, the payments on such a debt do not diminish 
the national wealth. They merely redistribute it. Wealth is transferred 
within the country from the taxpayers to the bondholders, but the sum total 
of the wealth within the country at the end of the transfer is the same asit TMB gens ir 
was before. The payments are burdens on some citizens, but they are bene Hy ar of 
fits to others. The nature of the redistribution of wealth effected by thes HMR of the 
payments depends entirely on the nature of the tax system employed in the HMB hirer 
assessment of them and on the manner in which the bonds are distributed HM g.ouj¢ 


at 2 per cent, with the result that the interest charges dropped eventually to 22 million on the 
dollars annually. sacrific 
The World War caused the federal debt to increase from less than 1 billion dollars to t 
more than 24 billion dollars, or about 25 times; and it caused the interest charges thereon =e 
to increase from 22 million dollars to more than a billion dollars, or almost 50 times. The policy 
rate of interest on the federal debt now rose from an average of 2.25 per cent before the it 
War to one of almost 4.25 per cent at the end of the War. During the decade of 1920-30 » 
the debt was reduced, by repayments, to 16 billion dollars or to about two-thirds of its rapid 
former size. The interest charges dropped proportionately. ss 
The present business depression caused the indebtedness to rise again from the 16 billion per1oc 
dollar point in 1930 to the 33 billion dollar point in 1936. But this 100 per cent increase Th 
in the size of the debt was accompanied by only a 13 per cent increase in interest charges int 
(an increase from 659 million dollars to 749 million dollars). For the government was _— 
able now to borrow money at 2.5 to 3 per cent on long terms and at lower rates on shot depen 
terms and to refinance some of its old indebtedness at a considerable saving in interes wealt 
charges. Provisions for the retirement of the new debt have been postponed during this 
depression. Under the conditions, the appropriations to the sinking fund have been kept at at th 
the minimum point required by the law. It is probable, however, that the interest charges lacke 
on the debt will rise somewhat in the future, as some of the low interest-bearing, short-term ' 
obligations will have to be refunded into higher interest-bearing, long-term bonds, and the 
appropriations to the sinking funds will have to be increased as provisions for the retirement 
of the new debt will have to be made. Thus, the debt service is bound to increase during 
the next decade or so. 


it may 
ers and 
selves. 

ing the 
by mez 
people 


—- 
q 


The Limits to Possible Debt Burdens 67 


Obviously, if the taxes required for the payments are furnished mainly 
by the poor while the bonds are owned mainly by the rich, the transfer 
of funds effected is from the poor to the rich. Taxes are heavy and their 
payment and utilization result in an accentuation of the existing concen- 
tration of wealth. If, on the other hand, the taxes involved are paid largely 
by the rich and the bonds are also owned largely by the rich, the transfer 
is from one pocket to another of the same rich citizens. The effect of taxa- 
tion in this instance is to deprive the bondholders of the advantage of the 
investments they have made. Finally, if the taxes rest largely on the rich 
but the bonds are held largely by the middle classes, the transfer of wealth 
is from the rich to the middle classes. The taxes here, too, accord the ability 
to pay and are borne without special difficulty. But their levy and em- 
ployment in the debt payments results in a reduction of the existing in- 
equalities in the distribution of wealth. 

Thus, assuming the existence of a certain type of distribution of bonds 
within the nation, the government has a choice of several possible pat- 
terns of distribution of the burden involved in the servicing of these bonds: 
it may make these burdens rest heavily on some people and lightly on oth- 
ers and it may, in part at least, shift them back upon the bondholders them- 
selves. Principles of equity and economy require that the burdens of servic- 
ing the debts of a war or depression be distributed among the citizens, 
by means of progressive taxes, in accordance with ability to pay. For the 
people of small means bear, during a war or depression, the principal bur- 
dens involved therein. To impose new heavy sacrifices on them after the 
war or depression is over in the form of heavy taxes to meet the charges 
of the debts incurred during the war or depression, is to impose double 
burdens on them. The burdens of meeting the charges of these debts 
should be assessed, as far as possible, through highly progressive taxation, 
on those classes of the population which have suffered the least financial 
sacrifices during these three periods of distress, and which have gained 
most from the return of peace or the recovery of business. Such a taxing 
policy would not only be just, but it would also be economically sound; 
it would reduce the possibilities of another wave of inflation and over- 
tapid capital accumulation occurring during the post-war or postdepression 
period, 

The effect of the transfers of wealth involved, in the servicing of an 
internal debt, on the welfare of the taxpayers and of the society generally, 
depends in no small degree on the manner in which the bondholders use the 
wealth transferred to them, and on the nature of the society’s requirements 
at the time. During the earlier stages of our history when the country 
lacked capital, our internal debts supplied our financial and entrepreneurial 
classes with the capital required by them. The debts of the Revolutionary 
War, of the War of 1812, and of the Civil War, all of which were in- 
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flated, were artificial capital of a most liquid and potent sort. They sup 
plied the money with which national and state banks were established, 
became a foundation for the country’s currency and credit system. 
gave a tremendous push to the economic development of the countty andy 
capital accumulation therein. They contributed greatly to the growth ¢ 
the national wealth and income, and rested lightly on the national 
But today the situation is very different. The paramount need now is fy 
greater consumption, not for more saving and capital accumulation, It 
not at all certain that our bond-owning citizens and institutions can us 
the funds received by them on their bonds as productively today as the 
could in the past. Unless federal taxation is so reorganized, therefor 
as to cause no withholding of purchasing power from consumets on account 
of the payments on the public debt and unless, moreover, the debt js 
reduced rapidly, the debt payments thereon will prove eventually a dry 
on the national economy. 

Even though, as shown above, the payments on an internal debt do not 
reduce national income and do not destroy national wealth, they generally 
cannot exceed certain limits. For the national budget cannot finance a debt 


service in excess of a certain sum. There is a limit to the amount of money fim la both 
which a government can raise. cent of 

If the debt payments become very heavy, there is not enough money left Mm size of t 
in the treasury for the financing of the government’s current services. Un- In the 
less the government can procure additional revenue or obtain new loans Mm ether 
it cannot both pay its obligations and perform the functions it is sup JM third as 
posed to perform. Not infrequently in the history of governments the ley fm ‘come 
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of additional taxes and the procurement of new loans become impossible 
under these conditions. The taxpayers feel themselves to be already over 
taxed and refuse to put up with any new levies. Lenders are unwilling to 
lend more money to the government in view of the bad state of its finances. 
In order to sustain itself, under these conditions, the government mus 
default. 


Our federal government has never yet, since its establishment under the Had 
Constitution, defaulted. For its debt has never yet been so large as to im 7 * did 
pose burdens on its budget and credit that could not be borne. Even at time (i War, 0 
immediately following a war when the debt is at its highest point, the J ° to al 
interest charges have never amounted to more than 40 per cent of the gov- for an 
ernment’s budget; and there was hardly ever a time when the government Of 
did not have a large unused reserve of taxing power which it could use for Hi Would 
the support of its debt. Most of the time the ratio of its interest charges to its JB Would 
total budget has been below 20 per cent and at times it was as low as} fim fortun: 
per cent. At this moment the interest charges are slightly below 20 pet co ‘ 
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cent of the revenues and a little over 10 per cent of the expenditures. If 
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the budget is balanced at an early date and further borrowing is ended 
soon, the interest charges may be expected to keep within a ratio of 20 
er cent of the budget—a ratio which is very moderate. The repayments 
of the debt, as we have noticed, have been adjusted generally to the con- 
dition of the treasury and have seldom, if ever, imposed burdens on it 
which the treasury could not at the moment bear. They may likewise be 
expected to be adjusted in the future to the condition of the country and 
the resources of the treasury. 

One of the best measures of the burdens of a debt is found in the ratios 
which the debt and the annual payments thereon bear to the national income. 
It is very doubtful whether it is politically feasible for any national gov- 
etament to finance interest charges in excess of 15 per cent of the national 
income. The increases in taxation required for the financing of such a debt 
service would have to be very extensive and would cause severe political 
perturbations. At a ratio of this sort the debt itself would be two and one- 
half to three times the size of the national income. On two occasions the 
British national debt almost reached this level: once at the termination of 
the Napoleonic Wars; the other time at the conclusion of the World War. 
In both instances, the interest charges amounted to between 8 and 10 per 
cent of the national income and the debt itself was more than twice the 
size of the national income. 

In the United States, the ratios of the federal debt and of the debt serv- 
ce thereon to the national income have probably never been even one- 
third as high. Thus, for example, the ratio of the debt to the national 
income at the end of the World War was only 34 per cent. By 1930 this 
ratio dropped to 18 per cent. During the depression, due to the severe 
decline in the national income, the ratio rose temporarily to more than 50 
per cent—which was still an extremely moderate ratio. The ratios of the 
interest charges on the federal debt to the national income have likewise 
been extremely moderate. They amounted to 1.3 per cent in 1920, 0.8 per 
cent in 1930, and 1.2 per cent in 1936. 

Had our federal debt borne the same ratio to our national income today 
as did the English debt to the English national income after the World 
War, our national debt would have amounted today to 120 billion dollars, 
or to almost four times as much as it amounts to today. It would have called 
for an interest charge of almost 4 billion dollars annually. 

Of course, no sensible person would suggest that a debt of this size 
would be a desirable thing for us to have. If we had such a debt today we 
would probably postpone provisions for its retirement indefinitely. It is 
fortunate that our national debt is not anywhere near this top figure. We 
may, within the next ten years or so, in the event of another war, have 
a national debt far in excess of the 120 billion dollar figure quoted, but in 
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this event our national income will most likely be also far in excess of the 
figure. 

War debts are generally more burdensome than any other debts for tk 
reason that they are inflated and that the interest charges and repaymens 
on them are made eventually in currency of a higher value than that jy 
which the debts were contracted originally. For sooner or later, after th 
war, currency begins to rise in value, since regular production is resume 


eventually, industry is re-equipped in the course of time, and the suppk sn 
of both consumption goods and capital goods increases in a substantia onesanl 
way. The revenues of the government shrink under the influence of th wn ee 
deflation. Yet the debt service does not shrink in a corresponding way a the is 
The bondholder receives greater purchasing power than that with whid a period 
he parted when he bought the bonds. The taxpayer parts with greater pur The bi 
chasing power than that which his government received when it issued long-tim 
the bonds. The bondholder is enriched at the taxpayer’s expense. Defi: snd ince 
tion increases the value of the bondholder’s inflated investment. proveme 

In the case of a large debt incurred during a severe and prolonged dea cram 
pression a reverse situation may develop. The debt is incurred at a tim 8 Manif 
when the price level is low. Should the price level rise subsequently, the sccm | 
burden of the debt on the budget and on the taxpayers would grow light. HM sinir 
The taxpayer would gain at the expense of the bondholder in this case. without 

The government may allow these processes of deflation or inflation t heonenes 
go on unchecked and to modify its debt burdens, or it may interven HMR 4 i¢ ¢ 
actively in the matter and adopt monetary policies that would either chek TMH os outd | 
the operation of these processes or would accentuate the force of their oper: prevail. 
tion. It may thus fix the burdens of its internal indebtedness at such a poitt Our’ 
as may best accord with its own interests. Thus changes in the value (MR aojiarc 
the currency subsequent to the incurrence of a debt vitally affect the bur HR o¢ 101; 
dens of an internal debt and give rise to grave questions of monetary polig Wea 
upon which taxpayers and bondholders may disagree. At each 

The periodic fluctuations in business activity affect the burdens of tI 44, th 


debt payments upon the public authorities and their citizens in a vety m: 
terial way. In times of prosperity when the incomes of the citizens and th 
revenues of the authorities grow rapidly, the burdens of the debt payment 
upon them grow lighter. The national government repays its debt rapidly 


the deb 
the sar 
of the 


trowth 
State and local authorities launch various improvements and incur new eons 
debt. In times of depression, however, when the incomes of the taxpaySH of t 
and the revenues of the authorities decline 50 per cent or more, the dH 19 59 
burdens on the budget and on the taxpayers become exceedingly heavy. The $4.00 | 
national government incurs new loans, introduces emergency taxes HR come q 
maintains thereby, or even expands, its services. State and local authoritis HR ot, 
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ance their budgets by means of emergency taxes and cuts in expenditures. 
Their situation is not serious, since most of them do not have large debts. 
But the situation of the local authorities is often desperate. For they have 
qo other revenue resources than the general property tax which becomes, 
in part, uncollectible, and they are burdened generally with a heavy debt. 
Many are compelled under these conditions to default. 

Manifestly, if this tendency of the burdens of public debts to grow lighter 
during periods of prosperity and heavier during periods of depression were 
reversed, the fiscal situation of the public authorities would be greatly im- 
proved. Such a reversal of this tendency could be brought about by restrict- 
ing the incurrence of public debts for other purposes than war, in the main, 
to periods of depression. 

The burdens of the public debts grow lighter under the influence of such 
long-time trends as the growth of population, growth of the national wealth 
and income, improvements in the distribution of the national wealth, im- 
provements in the distribution of the tax burdens, and improvements in 
government itself. 

Manifestly, if the population of the country increases and its national 
income increases at the same time at least as rapidly, all other conditions 
remaining the same, the country may bear a correspondingly larger debt 
without any added difficulty. If the distribution of wealth in the country 
becomes more equitable, if the tax system becomes more just and effective, 
and if the quality of government improves, the government and citizens 
should be able to bear a heavier debt burden than if opposite tendencies 
prevail. 

Our federal debt has grown in four successive stages from 75 million 
dollars in 1789 to 33 billion dollars in 1936. These stages were the War 
of 1812, the Civil War, the World War, and the depression of 1929-35. 
We are omitting minor fluctuations which occurred between these periods. 
At each one of these stages the debt was carried to a higher level in dollars 
than that at which it stood at the preceding stage. Yet the proportion of 
the debt to the national wealth and income in each case was probably about 
the same. Between each stage the burden of the debt declined as a result 
of the gradual retirement of the debt, growth of the population, and 
growth of the national wealth and income. 

Thus, for example, between the termination of the Civil War and the 
eve of the World War, the per capita federal debt decreased from $66.00 to 
$10.59; the per capita annual interest charges on this debt dropped from 
$4.00 to $0.22; and the ratio of the interest charges to the national in- 
come declined from a substantial but somewhat indeterminate figure to the 
rather insignificant figure of 1/15th of 1 per cent. This startling decrease 
in the burdens of that debt—a debt considered in 1866 to be staggering 
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in amount—was due to a combination of the following factors operati 
during the period: a decrease in the size of the debt by more than a half 
the trebling of the population, the quadrupling of the national income, and 
a two-thirds reduction in the interest rates payable on the debt. 

The present burdens of the federal indebtedness can be expected, there 
fore, likewise to decrease over a period of years, under the influence of the 
same forces.* But sooner or later another war or other catastrophe will 
occur, and then the burden of the federal indebtedness will swell UP agai 
with great rapidity. Our ability to bear this debt burden will depend in n 
small measure upon the nature of the changes which will take place in the 
interval, in the distribution of our wealth among the population, in the 
nature and effectiveness of our tax system, and in the quality of our govem- 
ment generally. 

It should be apparent from the preceding discussion that the limits to 
the burdens of a public debt are dependent also in no small degree on the 
purposes for which the debt is incurred. A debt incurred for socially pro- 
ductive capital outlays creates offsetting social assets. It increases the wealth 
and income of the population in the long run, frequently far in excess of 
the amount of funds it uses. It produces in the pockets of the taxpayers new 


per cent 

the case) 
debt bur 
of the p 
resources 
in terms 
ness cycl 
nomic al 
a whole. 


resources, a part of which may be taken by the government, through taxa- To ol 
tion, for the servicing of the debt. A public debt of this kind is self- erament 
liquidating in the broader sense of this term. There can hardly be any doubt I the debt 
that the major part of the debts incurred by our various public authorities state or 
since the World War for the improvement of our highway systems have bined, i 
increased our national wealth and income far in excess of the sums bot- HM pocket « 
rowed. None the less, borrowing is not as good a method of financing capi- Mani 
tal outlays of this kind, under normal conditions, as is taxation. crease a 

The debts incurred for purposes of a recovery likewise increase the na- than if 
tional income, and to that extent create the means for their eventual liqui- remaini 
dation. They should never be incurred, however, beyond the minimum J being v 
required to bring about recovery, and they should be retired as speedily i increas 
as possible after the depression. pressior 

The debts incurred for war purposes seldom produce offsetting assets ot HB ness dt 
increase the productive powers of the nation in the long run. Generally HM the inc 
they are a dead weight burden on the national economy and for this and Hi federal 
other reasons should be incurred sparingly. Taxation is a preferable method Ti there i 
of financing war. rapidly 

The limits to state and local debts depend, in the main, upon the wealth and lo 
and taxpaying capacity of the population of the state or locality, the size public 


‘4 
* By the end of the World War the per capita federal debt was $230; by 1930 it fell to canes 
$128; by 1936 it was back at the post-War figure. The per capita interest charges on Money, 
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of its budget and revenues, and the quality of its government. It depends 
also upon the general political and economic situation of the country. By 
comparing the experience of states and cities of comparable size having 
varying per capita debts and varying ratios of debts to assessed valuations, 
revenues, and other factors, it is possible to obtain figures of per capita 
debts and of ratios of debts to assessed valuations, revenues, and other 
factors which may be considered as representing the maximum possible debt 
burdens which states and local governments of the same size and type may 
be able to bear. Thus, for example, experience indicates that it is not 
safe for local governments to have a tax supported debt in excess of 10 
per cent of its assessed valuations (assuming the valuations to be fair in 
the case). The assessed valuations are serviceable as a measure of possible 
debt burden, because they reflect, however incompletely, both the wealth 
of the population and, in the case of local governments at least, the tax 
resources of the government. Yet it is necessary to interpret all such figures 
in terms of the fluctuations which may be occasioned in them by the busi- 
ness cycle, and by major changes in the political, social, financial, and eco- 
nomic affairs of the state or community concerned and of the country as 
a whole.‘ 

To obtain a fair idea of the burdens of the public debt which gov- 
eraments and citizens in this country may bear, it is necessary to consider 
the debts not only separately for the federal government and for the given 
state or locality, but also in the aggregate for all of such authorities com- 
bined, inasmuch as all such debts are paid in the final analysis from the 
pocket or income of the taxpayer. 

Manifestly, if the debts of all the several classes of our government in- 
crease at the same time, the debt burden on the taxpayer must grow heavier 
than if the debts of only one or two classes increase and those of the 
remaining one or two classes decrease. Strange as it may seem, this fact is 
being very generally overlooked in the contemporary discussions of the great 
increase which has taken place in the federal indebtedness during this de- 
pression. No reference is made to the fact that our state and local indebted- 
ness during this depression has increased only slightly; and that much of 
the increase in the federal indebtedness represents a mere substitution of 
federal debt for state and local debt. Conversely, in times of prosperity 
there is general rejoicing over the fact that federal indebtedness is being 
rapidly decreased, but slight attention is being paid to the fact that state 
and local indebtedness is being increased rapidly at the same time. The 
public debt and its burdens for the country as a whole must be considered 


*For a more complete discussion of the burdens of state and local debts see the author's 
article on “State and Local Debts—Their Past Difficulties and Present Problems’’ in People’s 
Money, January, 1937, pp. 199-202 and 224-7; and his book Public Borrowing (National 
Municipal League, New York, 1930). 
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in terms of the aggregate federal, state, and local indebtedness and of th 
ratio which this aggregate indebtedness bears to the national income and 
to the other financial factors to which we have alluded. Such a compost 
analysis should supplement the separate analysis of the burdens as. 
federal, state, and local debts.® 
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*It is interesting to 1 1870 to 1913 the decrease in the per capita feder 
debt from $52.80 to $1 panied by a decrease in the per capita state debts from 
$9.15 to $3.57, but was n part by an increase in per capita local debts from 
$10.00 to $35.81. The t ta public debt dropped during the period by one-third 
from $75.33 to $49.97. I tal per capita public debt was $283.70, of whid 
the federal per capita was § 3, the state per capita was $8.61, and the local $71.3) 
The corresponding 1932 | ts were: total $316.53; federal $175.36; state $18.96 
and local $122.21. 
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DEBT RETIREMENT AND THE BUDGET 


By SIMEON E. LELAND* 
University of Chicago 


The retirement of the public debt of the nation, once its expansion is 
no longer necessary, will for some years constitute the most important fiscal 
roblem of the federal government. The major issues which affect both 
sides of the budget and necessitate some advance planning are: (1) the 
rate of retirement, (2) the method of retirement, and (3) the source of 
funds. All three are fundamentally problems in taxation, with perhaps 
some repercussions as to retrenchment in expenditures, and are concerned 
primarily with the production of a surplus, available for debt repayment, 
of current revenues over current expenditures. 

in order to simplify this discussion four assumptions will be made at the 
outset. It will be taken for granted that debt repayment is desirable;? that 
only the net funded debt of the national government is to be discussed; 
that the entire debt is internally held; and finally, that definite maturity 
dates constitute no problem for the Treasury and necessitate no periodic 
amortization charges to be incorporated into the annual budgets. 
The rate of repayment, or the determination of the period within which 
a national debt is to be paid, is the major problem of debt management. So 
far as the budget director or finance minister is concerned, it is a far more 
dificult thing to determine than the scale of expenditures or the methods 
of taxation. It must be determined with reference to each of them, yet with 
attention to considerations extending beyond the tax program per se and 
the program of expenditures. The taxation section of the budget or series 
of budgets of a government in debt must seek to maximize revenues con- 
sistent with its policies of increasing production, of stimulating savings, 
and of adhering to considerations of reasonableness, economy, and equity. 
Political expediency in the planning and in the administration of the tax 
structure must be kept in mind. On the expenditure side of the budget, the 
needs of citizens for public services must be covered. The remainder, com- 
monly called ‘‘the surplus,” will be available for debt reduction. But the 
task of budget officers® is to plan the realization and the size of this surplus. 
The casual or fortuitous realization of a surplus is not sufficient to assure 
the repayment of a large national debt. Finance officers must intentionally 
budget for this surplus. Their success will determine the rate of retirement. 


“In the preparation of this paper the writer is indebted to his colleagues, Professors 
Millis, Schultz, and Viner, for many helpful suggestions. 

“The case for the payment of public debts was demonstrated by Mill, Principles of 
Political Economy, Book V, chap. vii, sec. 2; and Adams, Public Debts, pp. 240-7. See also 
Report of Committee on National Debt and Taxation, 1927 (Colwyn Committee), pp. 
329.32 


*This term is used to include all officers of government primarily concerned with its fisc. 
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Both the impact of taxes for recurring interest payments and simple arith fag lation of 
metical demonstrations of possible economies to the government hay. Mam rent ¢xp¢ 
created a prima facie case for the speedy repayment of public debts. Th. fam the g0Ve! 
common notion among public finance writers is that the quicker the debts For th 
are paid the better. Dalton and Young have both likened the national dey ME are Watt: 
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to a toothache with the admonition to get rid of it as soon as Possible: 
But what should be done, like a trip to the dentist, is not always done 
let alone promptly done. 

The traditional arguments for the speedy retirement of public debs 
are: that the reduction of interest decreases the ultimate cost of services ot 
the cost of acquiring capital assets to the government; that the reduction 
of debt charges frees funds for increased future expenditure or that reduc. 
tions in future taxation are thus made possible; that the prompt elimination 
of taxes for debt service tends to decrease the total effects of taxation on pro- 
duction as compared to the situation if debt charges continue over longer 
periods.® Speedy payments in times of high prices have been viewed asa 


protection to the taxpayer from the greater real burdens frequently accom- justifial 
panying taxation for debt retirement imposed in periods of low prices: for fix 
In many instances the savings to the government vouchsafed by these argu: JB base; it 
ments represent losses to citizens, and vice versa, assuming equally effe- To t 
tive use of funds. tures 

The probability of recurrence of expenditure may also be used as an of deb 
argument in favor of rapid debt retirement, although if the recurrence is i of “liv 
either certain or frequent enough it may be an argument against borrowing this is 
at all. As applied to the debts incurred in depressions the idea of recurrence Presut 


would seem to necessitate the payment of such debts before the next occ- 
sion for depression borrowing should arrive. This applies to loans for f- 
nancing current expenditures,’ as well as to loans for the acquisition of 
capital assets. Unless the debts incurred in the recent depression, for ex- 
ample, are extinguished before the next severe economic crisis takes place, 
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the probability is that the nation will be cumulating rather than decreasing Th 
its public debt. Each succeeding depression could be expected to add its por- deter 
tion of debt to the total. The result would be a permanently mounting ment 
debt, accompanied probably by a progressively lower credit rating for the vant 
federal government and by impairment of the financial power of the gov- debt 
ernment to cope with depressions either by the maintenance or increase of Unit 
its expenditures. To the extent, too, that all depression expenditures adve 
financed via loans do not go for the acquisition of capital assets, the accumu- ; of 
the 

“Dalton, Public Finance, 9th ed., p. 269; Young, The System of National Finance, 2nd depe 
ed., p. 269. ever 

* Cf. Dalton, op. cit., p. 269. 

* Report of Committee on National Debt and Taxation (1927), p. 332; Hargreaves, T 
The National Debt, p. 280. the 


"Cf. Pigou, A Study in Public Finance, 2d ed., p. 233. 
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lation of debts over the whole economic cycle is tantamount to paying cur- 
rent expenditures from capital rather than from national income, except as 
the government expenditures actually result in an increase in that income. 

For the acquisition of real assets by depression borrowing, capital charges 
are warranted. It may well be that the failure promptly to discharge depres- 
sion debts incurred for the acquisition of assets with a long and useful life 
before the advent of the next depression is not consequential, provided that 
the debt does not run beyond the estimated probable life of such asset. 
That seems to conform to a respectable fiscal maxim. It makes debt pay- 
ment operate a depreciation reserve, a réle which it frequently assumes in 
private finance. It tends to fix a maximum period for the continuance of 
particular debt obligations to the end that debts may be extinguished 
before the assets for which they were incurred have disappeared. It also 
sets a minimum rate of debt retirement and seems to be a sound rule to 
impose on state and local governments. But even here there are circum- 
stances, some of them cyclical in character, under which the maxim may 
justifiably be brushed aside. Yet the life of its acquired assets is no rule 
for fixing the retirement of a national debt. Its borrowings rest on a broader 
base; its retirements call for a more elastic policy. 

To the extent that depression debts were incurred for current expendi- 
tures rather than for the acquisition of capital assets, speedy retirement 
of debts through taxation would seem to be called for if the accusation 
of ‘living on capital rather than income’’ is to be avoided. How important 
this is depends upon the reactions of the mass of citizens to the policy. 
Presumably loans rather than taxes were employed in the depression financ- 
ing of current services in order to minimize the hurt resulting from taxa- 
tion. The borrowing operations simply postponed the time of taxation un- 
til tax burdens could be more easily borne. Such loans, however, were made 
primarily for consumptive as distinct from productive purposes and should 
therefore be retired as speedily as is reasonably prudent. 

The idea of recurrence seems to be a fundamental consideration in the 
determination of the national debt retirement policy. The federal govern- 
ment must be able to borrow, if it so desires, in every emergency on ad- 
vantageous terms. This it can best do by the prompt retirement of its 
debt during periods of prosperity. Translated into concrete terms, the 
United States must have a period of genuine debt liquidation before the 
advent of the next severe depression or the next war. This is necessary 
in order to demonstate to its creditors that it can in prosperous periods retire 
the debts accumulated in depressions. Otherwise its credit position will 
depend largely on its ability to pay interest regularly on what may be an 
ever increasing indebtedness. 

This ability of the national government to carry the existing debt is not 
the only criterion of its credit capacity. In the last analysis it depends per- 
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haps more upon its ability promptly to discharge its debt obligations, If , 
debt can be easily carried, a nation should be able more easily to retire its 
debt than if this is not the case. If a nation cannot carry its existing dey 
load, it should not be allowed to assume additional burdens—nor would 
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lenders be likely willingly to make such advances. It is also true that » h a 
long as interest is regularly paid, many investors may be satisfied to leave oe wa 
their money with the government, relying upon terms of sale in the marke sai the 
for restitution of the capital sum originally invested (or so much of it a; uence 
the current state of the market provides). While this may be true for indi- a thz 
vidual investors the same logic sets a snare for governments in that it may outsta 
tend to justify perpetual debts. This argument has been intentionally we agait 
avoided. Nevertheless, the ability to carry a debt may be quite as mucha as it nee 
function of existing interest rates as a function of its taxable resources avail- into wat 
able for debt charges. \With interest rates at their present low level the federal ‘s its bes 
government can carry the present volume, or even an increased amount, of The | 
debt with apparent ease. It must not be assumed, however, that the present of the 
level of interest rates is a demonstration of the soundness of the credit of the socrast 
nation. Rather, in the existing situation, it is an index of the paucity of alter- aad 

native highgrade investments. Should there be a marked rise in interest rates ectired 

a fall in the price of government securities would be expected to ensue. All in- ‘ pore 
dividuals who had to sell bonds at the decreased prices brought about by a aged w 
general rise in interest rates would be forced to take capital losses. In addi- amortiz 
tion, the reduction in the market value of government securities would ad- that “‘h 
versely affect the solvency of private trusts, banks, and financial institutions odeaits 


which now have heavy investments—a substantial amount of the outstand- 


ing debt—in government paper. The rapid retirement of the debt will, how- Pere 
ever, tend to maintain the price of federal securities and the solvency of ets? D 
these institutions. Neglect of this point, if the strength of financial institu- noone 
tions is impaired, may at some later date decrease the ability of the gov- repayn 
ernment to borrow. holes 
Moreover, if the initial loans to the government were inflationary in char- wall 
acter, the repayment of debt would tend to correct this condition so far as 
government securities are concerned. With the improvement of business, ° For 
credit contraction becomes more and more desirable and speedy repayment f.; Nic 


op. 


imperative. But repayment will have a deflationary tendency, though it may 


w Th, 
be offset, in part at least, if the banks recreate new credits.* They may in- by whi 
vest the funds repaid in commercial loans of some type with the result peor 
that repayment only makes possible a transfer of assets. This may be an * He 
advantage in the recovery period when private industry is seeking loans. In = 
the boom stages it may be necessary for the government to re-enforce the ernmer 
efforts of the credit control agencies to curb expansion, not only by speed- i 
ing up the repayment of debt and by increasing taxes, but also by borrowing ~—< 

* Cf. Smith, Deficits and Depressions, p. 246. "Sr 
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funds from the market in order to impound them in idle Treasury cash 
balances which can be used for further redemption of debt later when the 
undue expansion of credit has ceased. 

In the past, the primary cause for increases in the volume of public debts 
has been the occurrence of war. The nation has demonstrated its ability to 
retire war debts. The new debt increases are of a different variety. Since 
1930 the growth of the debt has been due to attempts to alleviate the con- 
sequences of economic depression. It now remains for the nation to demon- 
strate that it can quickly discharge peace-time obligations almost as large as 
its outstanding war debt. Unless this can be done before large borrowings 
are again necessary, the government may not be able to borrow as much 
as it needs on such occasions or on as favorable terms. Should it be forced 
into war the appraisal would be different. Nevertheless, unimpaired credit 
is its best financial defense against the contingencies of peace or war. 

The previously discussed considerations in favor of the rapid retirement 
of the public debt seem to outweigh the arguments for postponement or 
procrastination, which to save time will not be considered here.* Even 
though it may be agreed that debts are to be promptly, speedily, or quickly 
retired, a more definite meaning must be attached, if possible, to these 
adverbs. Unfortunately, if the retirement of the federal debt is to be man- 
aged with maximum wisdom, no specific rate of retirement or period of 
amortization can be specified.*° Nicholson pointed out over thirty years ago 
that “how far a nation should strive to reduce its debt, and at what rate, 
admits of no general answer.’”™* 

The payment of an internal debt privately held is, from a collective point 
of view, a transfer of wealth within the state from taxpayers to bondhold- 
ets.'* No capital is destroyed by debt payment provided no deduction is 
necessary to cover the costs of transfer.’* Indeed, to the extent that funds for 
repayment come from funds which otherwise would have been consumed, 
the levy of taxes for debt repayment constitutes a form of forced saving the 
result of which is reflected in an increase in public assets.'* To the extent 


_' For discussion of arguments to postpone redemption see Hargreaves, op. cit., pp. 290 
ft.; Nicholson, Principles of Political Economy, lll, 413; Adams, op. cit., pp. 240-5; Pigou, 
p. cit., pp. 294-7. 

“The Colwyn Committee said: “We are forced to the conclusion that there is no formula 
dy which one may determine the rate at which debt repayment should proceed” (Report of 
Committee on National Debt and Taxation, 1927, p. 339). See also Withers, The Retire- 
ment of National Debts, pp. 19-23, 300 ff. 

“He added, moreover, “It is like the question as to the amount of reserve which should 
be kept by a bank” (op. cit., III, 414). 

“The utmost that can happen is that so much purchasing power is taken by the gov- 
ernment from one set of people (the payers of the levy) and handed over to another set of 
oo (holders of war loan) inside the same country” (Pigou, of. cit., p. 301). Cf. also 
bt » PP. 235-6, 288-9; Nicholson, op. cit., pp. 412-3; Mill, op. cit., Bk. V, chap. vii, 


: Adams, op. cit., pp. 243-5. 
“Smith, op. cit., pp. 122-3. 
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that the funds taken in taxes would have been saved by individuals, th These 
savings are transferred to the public account if the proceeds of the anteceden: INE pottant 
loans were employed for productive purposes. To the extent that the loa ayment 
were not so used, as for example in war, the result is a capital loss. The loan; the distri 
of the depression period are not supposed to be of this type, but many doubt age the debt 
as to the complete truth of this assumption may be recorded. Moreover, Him Pfostess! 
if the transfer of resources from taxpayers to bondholders takes resource; fag OTC the 
from those who would have used capital more effectively and transfers then JIE ord. CO 
to less efficient uses, a future loss may result. There is, of course, no direct more lik 
evidence on this. debt rep 
The foregoing reasoning applies when debts are held by individuals, fe “led Uf 
When, however, the debt is held by banks a somewhat different situation other co 
exists. The purchase of government bonds by banks may initially decrease national 
deposits, but if the bonds carry circulation privileges and are so used, or if the avoiding 
bonds are put up as collateral for additional loans, an increase in credit The t 
may result. Thus, the original subscription may under these circumstances h nee 
tend to be inflationary and will not, at least for the time being, involve 4 pi 
the transfer of wealth from citizens to government. Conversely, when the . 
loan is repaid that portion of it which rests on previously created credit does —s 
not involve a transfer of wealth but rather a tendency to contract credit." (3 ¥ P 
The slower the rate of repayment the less likely are deflationary tendencies P 4 | 
to occur. On the other hand, the imposition of taxes for debt retirement rt 
does create such tendencies. With so large a proportion of the public debt . . 
held by banks these repercussions of debt issuance and retirement are of 7 _ 
increasing importance. Nevertheless, so many situations arise here that —— 
they cannot be treated adequately in the time available for this discussion. pata 
The payment of internal debt to individuals is primarily a problem in md. 
distribution. The rate of repayment depends upon the wealth of the com- ' pe 
munity in relation to the amount of debt and the willingness of citizens to ij pe 
transfer the one to the satisfaction of the other. The policy which the state saa 
should adopt is to impose the largest possible amount of taxes for debt hich 
repayment which can be collected and still allow a reasonable rate of in- fie 
creased production or, as it may be termed, business expansion. This rate ei: 
should be determined independently of the cries of business men who on P 
all occasions exaggerate the deleterious effects of taxation. The amount of at - 
reasonably possible taxation will vary from time to time. It should be in- Foy 


creased, for example, whenever business activity passes from the stage of " 


ordinary production to inflation. It can reasonably be decreased, too, with ” See 
economic depression. The approximate rate and time of payment are thus pg 
variable, changing with economic abilities, and are determinable only in the Science 

light of the prevailing circumstances. poled 
* Whether repayment so operates depends upon what the bank does with funds paid to 2 = 


it by government. Cf., also, supra, p. 8. 
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These variations in the rate and time of payment carry with them im- 
portant distributional effects. The greater the length of the period of re- 
payment the less will be the probable effect of taxation for debt service on 
the distribution of wealth. The longer the period the less likely is it that 
the debt will be paid by progressive taxation and the less steep is the 
progression likely to be.** The longer the period of payment, therefore, the 
more those in the upper income and wealth brackets are likely to be fav- 
ored. Conversely, the shorter the period and the greater the payments, the 
more likely are progressive taxes to be employed. The economic effects of 
debt repayment depend, in short, upon who owns the debt and who is 
called upon to pay it. The net result is that transfer, distributional, and all 
other considerations require the adoption of maximum efforts to pay the 
national debt, or reduce it to negligible proportions, as speedily as possible, 
avoiding only unreasonable interferences with production. 


The methods by which a national debt may be retired are so well known 
that they can be passed over quickly. The chief methods of retirement may 
be identified as (1) capital levy; (2) specific annual provision through 
sinking funds, terminable annuities, serial bonds, and similar devices; and 
(3) appropriation of surplus. 

The shortest time within which a national debt can be paid is through 
single payment financed by a capital levy. Discussions in economic literature 
of this method of payment antedate the birth of Adam Smith.’* The plan 
was tried in some European countries following the World War'* and was 
vigorously discussed in England.’® In the United States its adoption would 
involve numerous constitutional obstacles, including the violation of prohibi- 
tions against direct taxes and probably the taking of property without due 
process of law. Moreover, the plan has scarcely been discussed and as the 
operation of the levy can be so greatly impeded by organized opposition, such 
as is most likely to result,®° its discussion at this time is mostly of academic 
interest. However appropriate a capital levy may be in a period of inflation or 
high prices, it is certainly not suited to depression times or to the period 
of recovery.2* Should a period of substantial inflation occur before the 
present debt is greatly reduced, the imposition of such a levy might be 


“See Viner, “Who Paid for the War?” Journal of Political Economy, XXVIII (1920), 
75; see also Pigou, op. cit., pp. 236 ff. 
For note as to history see Chlepner, “Capital Levy,” Social Science Encyclopaedia, Ml, 


190 

Ibid. 

“See for example, Birck, The Scourge of Europe; Dalton, The Capital Levy Explained; 
Dalton, Public Finance, 9th ed., pp. 270-81; Lawrence, A Levy on Capital; Pigou, A Capital 
Levy and a Levy on War Wealth: Pigou, A Study in Public Finance, Pp. 288-309; Shirras, 
Science of Public Finance, 3d ed., pp. 864-78; Stamp, Fundamental Principles of Taxation 
in the Light of Modern Developments, pp. 155-65; Stamp, Studies in Current Problems in 
Finance and Government, pp. 227-70. 

“ Cf. Pigou, A Study in Public Finance, pp. 308-9. 

“ Hargreaves, op. cit., pp. 265 ff. 
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seriously contemplated with advantage, provided the legal obstacles can 
avoided. 

The difficulties of single payments necessitate the consideration of som 
form of periodic retirement. A regular series of payments spread over; 


not provi 
from 192 
ing funds 
represent 


chosen period may be preferred by budget officers to an eclectic policy which [MM of inabili 
increases their responsibility and initiative. Once regular payments ate in. principle 
corporated in the budget then worries for a particular year may be over. But The ot 
it is just this sort of policy which should not be adopted by the nations governm 
government. In its various forms—sinking fund,”* annuities, serial issues, tage.®” T 
etc.—it requires the periodic payment of debt regardless of the economic tice in th 
vicissitudes of the nation.** In times of distress if borrowing is required, the cies have 
continuance of debt payments only increases total loans, or forces the Moreove 
Treasury to borrow at a high rate while repaying debt carrying a lower JM yssistanc 
rate.** If the sinking fund method of retirement is chosen the payments with sta 
are often set aside when inconvenient,”* indicating that debt retirement ent poli 
ultimately does not depend on the making of advance periodic provision the nati 


for debt reduction. If the fund is of the accumulating variety history shows needed. 


it to be so frequently raided as to be an illusory method of payment.* If Freq 
terminable annuities or serial issues are selected by way of avoiding these so that 
defects, the obligations of repayment are cast in such ironclad form as to guards ; 
leave no option to the government but to pay them, regardless of con- indexes 
venience, or suffer the consequences of default.?” Periodic payment plans conven: 
seem to offer such an easy way out of the difficulties of debt retirement as to depend 
lead many public officers to believe that they solve the problem. Theit would 
adoption may tend to minimize the rate of repayment. Instead of operating directly 
as minimum provisions they may set the maximum pace.?* Had Congress be mac 

“ For an analysis of the sinking fund method of debt retirement see Ross, Sinking Funds. takes t 

** Cf. Adams, op. cit., pp. 256-7. An 

** Ibid., p. 256; Ross, op. cit., p. 92. 

* Cf. “There is little popularity to be gained by repaying debt. Nobody feels immediately advant 
the benefit of it; that lies hidden in the future. It is fatally easy to divert funds to some ments 
more showy purpose, from which somebody with a voice and a vote will get direct beneft. 

It is easy, but it is disastrous. Treas 

“So easy is it that it has always been the hardest thing in the world, even in times of but pl 
peace and prosperity, to maintain a liberal or even a reasonable provision for the redemption ; 
of debt. An annual sum to be applied to that purpose is called a Sinking Fund. During the gation 
last century and a half many different sorts of Sinking Funds have been tried, and always weak. 
a raid upon them has been the favourite expedient of a Chancellor of the Exchequer short 
of money. Everybody recognises the need of such funds, and almost everybody forgets it * Ibi 
as soon as there is the least difficulty in making the two ends of the Budget meet” (Young, * Bu 
op. cit., pp. 271-2). the ex 

* Smith, Wealth of Nations, Bk. V, chap. iii (Everyman's ed.), pp. 403-4; Hargreaves, confide 
op. cit., p. 279. : moneta 

* Adams, op. cit., p. 256; Ross, op. cit., p. 100. “Terminable annuities . . . involve ™ Fc 
obligatory amortization. It would, therefore, be folly to provide by means of them for the we” 


amortization of an entire national debt’’ (sbid., p. 106). 


all the 
** Sinking funds operating at compound interest have been so characterized. Adams says: 


is to 

“This [automatic extinction of debt] leads to false security, and renders a country liable decisic 

to the necessity of borrowing money at high rates while paying a debt that bears low rates govert 

(op. cit., p. 265). Some of the same psychological disadvantages may attach to periodic clamo 

payment plans. debt, | 
84 American Economic Association 

deve 


to discharge the task is to load them directly with duties which they ar 


Debt Retirement and the Budget 83 


not provided a sinking fund for the war debt the rate of debt retirement 
from 1920 to 1930 might have been greater. This is conjecture, but sink- 
ing funds and similar periodic schemes may have this tendency. They may 
represent—to apply Adams’ characterization of annuities—'‘a confession 
of inability on the part of the government to administer the debt on sound 
principles.”"*° 

The one virtue of such plans is that they demonstrate the intention of the 
government to repay its debt. This is of undoubted psychological advan- 
tage.?” The benefits of a fixed amortization plan have been apparent in prac- 
tice in the repayment of state and local debts. But in this field fiscal emergen- 
cies have been fewer and of less importance than in the case of the nation. 
Moreover, the federal government could always be relied on by them for 
assistance in emergencies. Differences in the capacity of federal as compared 
with state-local financial administration also justify the adoption of differ- 
ent policies of debt management for these levels of government. So far as 
the national government is concerned, a flexible policy is undoubtedly 
needed. 

Frequently the suggestion is made that sinking funds be made variable 
so that payments to the fund can be suspended when inconvenient. Safe- 
guards against abuse can be provided, for example, by the use of appropriate 
indexes, but all such a policy does is fix a definite payment, payable when 
convenient. The actual retirement under this or any other plan ultimately 
depends on the realization of a surplus of receipts over expenditures. It 
would seem to be much better, therefore, to make debt retirement depend 
directly upon the realization of that surplus for which fiscal officers should 
be made primarily responsible. A budgeted surplus for debt reduction thus 
takes the place of a casual surplus, available for debt reduction.** 

An intentionally realized surplus for debt reduction provides all of the 
advantages of a fixed provision for redemption with none of the embarrass- 
ments or moral hazards of rigid policies or accumulating funds. It gives the 
Treasury administration all of the flexibility it needs to meet contingencies 
but places squarely upon the shoulders of responsible fiscal offices the obli- 
gation for debt redemption. The legislature may vacate this responsibility, 
weak ministers may not assume it,®* but the best way to get competent officers 

* Ibid., p. 261. 

” But cf. “Compensations for this loss [i.e., the annual charge] are said to be found in 
the exercise of the patriotic resolve of Parliament to pay off debt, and in the greater 
confidence of public creditors as regards new issues; but they are of doutbful value whether 
monetary or ethical’ (Nicholson, op. cét., II], 411). 

"For doubts as to the adequacy of casual surpluses see Ross, of. cit., p. 89. 

*Cf., however, Ross, op. cit., p. 90; also p. 89: “To appropriate to the national debt 
all the annual surpluses, and then to charge the ministry to see to it that there be a surplus, 
is to shift great responsibility to weak shoulders. To leave the matter of a surplus to the 
decision of a ministry is to put the policy of paying a debt at the most exposed point in 
government, subject to the continual and eutinal assaults of special interests and party 


clamor for the remission of taxes. Rarely, indeed, will the policy of high taxes, to pay a 
debt, be steadily supported by public opinion, at every moment and on every occasion.” 
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develop and popularize the methods by which it may be done, the appoint- 
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to discharge the task is to load them directly with duties which they ap 
expected to perform. In the retirement of debt the primary obligation o 
these officers is the maintenance of a tax program, consonant with the 


capacity of citizens to pay and of industry to expand, sufficient to maintain should , 
the surplus for debt repayment at a maximum during prosperous periods, ane 
In such times so long as debt remains unpaid tax reductions should be mak ars ‘ 
impossible. This is true irrespective of whether debts are paid from sinking pre 
funds or surpluses. 7 i hel 

Finally, what is to be the source of funds for debt redemption, or the needed | 
surplus? In the first place, budget authorities should keep expenditures dur. * The | 
ing recovery and prosperity periods at a minimum. Vigilance to end waste Report a 


and inefficiency should be greater then than at any other time, for in such 
periods the exactions of citizens are mildest. Public works can, of course, 
be curtailed and the need for social assistance will be light. Some economies 
may be effected at such times, but the surplus to be realized will come mainly 
from taxation. Emphasis should be placed primarily on direct taxes on in- 
come and wealth. But it is to be noted that the maximum rates of the in- 
heritance, estate, and gift taxes cannot be moved upward, at least not for 
some time. Over against that, extensions of the base and upward graduation 
of rates in the lower and middle brackets should be contemplated. Exemp- 
tions in all three taxes are much too high, yet if they were lowered and the 
rates in the lower and middle brackets were increased, the impact of federal 
taxation would be severely felt in the field of state and local taxation. This 
will require some co-ordination of federal, state, and local revenue systems. 
Both credits for state income taxes and divisions of revenue yields, particu- 
larly that derived from the middle and lower groups, seem worth considera- 
tion in this connection. In the federal system, the corporate surplus tax 
should be strengthened to make personal income taxation more effective. 
The known defects in the law should, of course, be removed, but under no 
circumstances should this law be repealed or its teeth removed. With the 
advent of prosperity, and certainly with inflation, the productivity of the 
national revenue system may be increased by a temporary, boom-time sales 
tax. The tax exemption accorded government securities should be gradually 
eliminated, and the administrative machinery should continue to be im- 
proved. But even if the revenue system is continued as it is it can be counted 
on in better times to produce substantial surpluses available for debt reduc- 
tion. The problem which must be faced is the possibility of tax reduction 
before debt retirement has been maximized. A repetition of the fiasco of the 
Mellon régime must at all costs be avoided. This is both the duty of finance 
officers and of citizens interested in their own welfare. 

In conclusion, in order to focus attention more sharply upon the problem 
and necessity for retiring the national debt with dispatch as well as to 
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develop and popularize the methods by which it may be done, the appoint- 
ment of an outstanding committee on national debt and retirement should 
be made in the near future by the President. The work of this committee 
should resemble that of the famous Parliamentary Committee in Great 
Britain—the Colwyn Committee—which in 1927 made a report,** pro- 
foundly influencing the policies then adopted for the payment of the British 
national debt. Such a committee could provide a forum for the discussion of 
debt problems, assist the government in determining a proper debt policy, 
and help develop an effective will on the part of the people to pay taxes 
needed for debt retirement. 

“The reports of this committee have been referred to throughout this discussion as 


Report of the Committee on National Debt and Taxation, 1927. See also Minutes of Evidence 
taken before the Committee. These comprise two volumes, 730 pages. 
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THE UNITED STATES DEBT: DISTRIBUTION AMONG HOLDER; 
AND PRESENT STATUS open mat 


By JosEPH B. HUBBARD 
Harvard University 


My approach to the subject of the United States Debt is from the point He 
of view of the debt itself. This approach involves a quantitative considen- = 
tion of the size of the debt and of the portion held by the various group 7 
which have invested in it, and of changes over recent years. The statistical 
approach is a necessary one, and must form the basis of any conclusions upon June 30 
the inflationary possibilities of the present deficit financing or upon the 
position of government obligations in the banking system. It is unnec 
to add the warning that statistical measurements cannot yield definitive con- [i 
clusions on such general considerations without recourse to other methods as 
of reasoning. Certain comments, however, seem to be called for. The first is HMB 1923... 
that the government debt involves, basically, questions of credit, both gov- 1925..... 
ernmental and banking. Credit is much more than a conspectus of assets a ue 
and liabilities, since it involves the element of confidence which is in turn 1931. 
subject to quick change. But it is possible to draw up a schedule of possibil- vo ae 
ities within the framework of present facts, and my object is twofold: to 1934... 
cover the facts relating to the debt and its distribution, and to indicate my 1935... 
views of certain of the contingencies which may develop from the present saa 
situation. * For 

The Debt and its Distribution* * Begi 

The United States interest-bearing debt amounted to approximately 32 — 
billion dollars (32,130 millions) on June 30 last. I am omitting from this been as. 
total certain small items of the interest-bearing debt which do not find a “a * 
public market. The post-\War peak, reached in 1919, was in excess of 26 T. Pears 
billions; the excess over the War peak is now some 6 billions, or about 25 Ao 
per cet 

There has been a moderate increase since last June;? but I shall use the s As 
figure for that date since the latest comprehensive figure for bank holdings— 
the data recently released by the Comptroller of the Currency for all report- bank | 
ing banks in the United States—were issued for that date. These figures thus | 
enable us to compare the holdings of banks throughout the United States, thems 
Alaska, and our insular possessions with holdings by individuals and other non-b 
non-banking investors.* 

an adj 

*See the author's article, “Absorption of the United States Debt,” Review of Economic those 
Statistics, XVII, 126. in Th 

* $337,000,000 to November 30 (5 months). statisti 

* At present, the classification of bank holdings of securities between federal obligations Corpo: 
and other securities is made uniformly among the different sources of the Comptroller's the C 
data, so that no adjustment is now necessary to allow for governments included among other becaus 
classes of bank investments. Prior to 1934, governments were less precisely reported, an of whi 
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Of the 32.13 billion dollars of federal interest-bearing debt reaching the 
open market, 2.43 billions was that held by the Federal Reserve banks. Of 
the remainder, the banking system accounted for 14.84 billions, and non- 


TaBL_e | 


Ho.pers or Unirep States INTEREST-BEARING Dest, SELECTED YEARS* 
Million dollars, columns 1-5; per cent, column 6 


U. S. government 

| U. S. in- U.S. agg securities held by U. $. govern- % U. S. in- 

terest reporting banks terest-bearing 

June bearing Securities Securities debt held 

debt held by Comptrollers | Adjusted held by by others® 

F. R. banks others 

figures Sfigures* 

. 1919......] 25,234 292 416 5,818 19,124 76 

1920......] 24,061 341 3,344" 4,592 19,128 80 

eet... 22,008 102 4,211 5,836 16,070 73 
1925......] 20,116 353 4,182 5,771 13,992 70 

| 1928......] 16,856 235 4,153 5,763 10,858 O4 

1930......] 15,358 591 3,847 5,206 9,361 62 

1931....:.] 16,29 668 5,718 6,497 9 ,064 56 
1932......] 18,852 1,784 6,456 6,767 10,301 55 
1933......] 21,835 1,998 7,796 8,032 11,805 54 
1934......] 26,084 2,432 10,996 12,656 49 
088 2,433 12,202 12,377 46 
1936......] 32,130 2,430 14,840 14,860 46 


* For omitted years, see Review of Economic Statistics, XVIII, 127 (August, 1936). 

‘ Beginning with 1925, deductions from the figures reported by the Treasury are made for 
Adjusted Service, Civil Service, Foreign Service, and certain Postal Service issues, since such 
issues are not sold to the public. The amounts of such deductions in millions of dollars have 
been as follows: 1925, 95; 1928, 462; 1930, 764; 1931, 291; 1932, 309; 1933, 323; 1934, 396; 
1935, 633; 1936, 626. 

* The adjusted figures are based upon computations made by Henry R. Bowser and Harold 
T, Pearson, For explanation, see reference given in footnote *. 

* A computed figure, obtained by subtracting from the total interest-bearing debt (as given 
in the first column) reserve bank holdings (column 2) and bank holdings—the latter as 
adjusted prior to 1934. 

* As of June 20. 


bank holders for 14.86 billions. Seven and one-half per cent of the total is 
thus lodged with the central banking system, 46.2 per cent with the banks 
themselves, and 46.3 per cent with outside holders. The percentage held by 
non-bank investors has risen very slightly in the year, for the first time since 


an adjustment has been made in such earlier figures as are used. These adjustments are 
those prepared by Henry R. Bowser and Harold T. Pearson; the adjusted figures are given 
in The Review of Economic Statistics for August, 1936, page 127. In regard to the 
Statistics used in this study, it may be added that the reports of the Federal Deposit Insurance 
\orporation for insured banks, now available for three years, have been used along with 
a Comptroller's figures. The figures are smaller than those of the Comptroller, chiefly 
decause Of the inclusion by the latter of the mutual savings banks, only a small number 
of which are now insured. 
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1921. These figures depict a situation clearly very far from that of complet 
absorption of the debt by the banks, and farther still from one in which the 
Treasury sells its obligations only to the central banking organization, 
mechanism of inflation which need not be described here. 

Non-bank Holdings. \ shall turn my attention first to holdings of feder 
obligations outside the banks. Such holdings declined steadily during the 
decade of the twenties, and reached a low point in 1931, a year later than 
the low point was reached by the debt. To measure the proportions in whic 
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the banks and other purchasers took the increase of the debt, we therefore = 
have to go back to the latter year. Since that date, non-bank holders have I ring | 
taken 5.5 billions, or 32 per cent of the total increase, the banks have taken aoe 
9.6 billions, or 57 per cent, while the reserve banks have absorbed 1.8 bil- urchas 
lions, or 11 per cent. Non-bank holders have thus absorbed a very consider- wee 
able portion of the total, though not so much as the banks. past 7 

Among the non-bank holders are at present included the federal agencies, Hi shout 1 
with 486 million dollars* (mostly in the hands of the Federal Deposit Hi ition 
Corporation) of government bonds and holders of the adjusted service govern 
bonds, of which 711 millions were outstanding on June 30.° Excluding Res 
holders of these two classes, non-bank purchases have amounted to some 25 meets 
per cent of the increase since 1930, and the total outside the banks amounts onives 
to 13.6 billions. Life insurance companies are probably to be accredited with HIP 4. he 
some 2.5 billions of these holdings, and other insurance companies with additic 
about 700 millions. The balance of over 10 billions is thus to be divided For th 
between corporations—whether business or eleemosynary—other organi- ty thee 
zations, and individuals. Much of the individual holdings is probably ews 
through trust accounts. But the division among these classes is uncertain, henhes 
though each of them is known to account for substantial amounts. The 

Even recent additions to non-bank holdings do not bring government 7 
securities outside the banks to former levels. The highest previously te ener 


corded figures were in 1919, 1920, and 1921, when federal indebtedness 
to the amount of over 19 million dollars was so lodged. These figures lack 
the precision of those for the last few years, since it was necessary to make 
an adjustment for bank holdings to allow for certain omissions in the 
Comptroller's data; but there is no reason to presume that they are substan- 
tially in error. From this peak they declined to slightly over 9 billions in 
1931—a drop of 10 billions accompanying a decline of 9 billions in the 
total outstanding debt. The gain since 1931 has been 5.8 billion dollars, 
including again purchases by governmental agencies and the adjusted service 
bonds, totaling together almost 1.2 billions. Non-bank holdings are thus 
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11 
still 4.25 billions short of the previous peak; or, if we omit the two classes }s 
just referred to, such holdings fall short of previous totals by 5.4 billions. mail 
“A small amount of bonds was probably in the hands of such agencies at the middle of the d 
1930 so that the total net increase was slightly less than indicated by this figure. 
*On November 31, $469,631,350 of the adjusted service bonds were outstanding. ment 
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This does not necessarily mean that there exists a market of this size in the 
future, since the distribution of 1919-21 was obtained by the use of thor- 
oughly successful war methods of finance, and changes of interest rates and 
tax exemptions in the meantime have been unfavorable to investors. It does 
suggest, however, that a considerable market for federal obligations may 
exist outside the banks at the present time. It may be noted in passing, 
however, that sales of Treasury Savings bonds, following solicitation of 
individuals through the mails, have approximated 450 million dollars since 
these issues, designed to meet the need of small investors, began in the 
spring of 1935. 

Brief reference may be made to the record of the past year. Excluding 
purchases by government agencies and the adjusted service bonds, non-bank 
holdings rose almost 1.75 billions, the largest annual increase in the five 
past years; 1933 had shown an advance of 1.5 billions, and 1932 one of 
about 1.25 billions. The annual average increase since 1931 has been 920 
million dollars. The experience of the past year shows clearly that the 
government bond has been attractive to the non-bank investor. 

Bank Holdings. The banks have meanwhile been increasing their invest- 
ments in governments more rapidly than have other purchasers and the total 
now owned by the banks approximately equals that held outside. Expansion 
has been at a rate of about 1,600 millions annually, with the largest annual 
additions in 1934 (2,964 million dollars) and last year (2,638 millions). 
For the first three years of the period (1930-33), additions were confined 
to the members of the Federal Reserve system, holdings by other banks re- 
maining practically unchanged. Since the middle of 1933, non-member 
banks have increased their holdings at the rate of 660 annually. 

There is no doubt that lodgment, to the present extent, of the fixed debt 
in bank portfolios (so much of it in the form of government debt) repre- 
sents a fundamental change in banking functions, even though it follows 
the trend of long-term developments. But it is only a part of the change 
which has taken place since 1929 and 1930. Another aspect of the change 
is the shrinkage of lending operations to one-half their former size—from 
over 41 to slightly under 21 millions for “‘all’” banks in the United States. 
Earning assets have been built up by the addition of 10 billions of invest- 
ments since 1933, but loans and investments combined are still 10 billions 
short of the 1929 figure. Governments account for 6,808 million dollars of 
the increase in investments. They now form 30.5 per cent of the total of 
loans and investments, against 20 per cent in 1933 and 9 per cent in 1930, 
11 per cent in 1921, and as low as 4 per cent just prior to the War. 

A brief conspectus of the changes which have occurred in the combined 
statements of the banks reporting to the Comptroller reveals the nature of 
the developments since the middle of 1933 and places the increased invest- 
ment in governments in its proper setting. Loans are down 1.5 billions and 
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miscellaneous assets 1, while investments are up 10 billion dollars apj 
reserves and cash 8.5 billions—a net expansion of 16 billions in toy 
resources. On the liabilities side of the balance sheet appears an increase of 
17 billions in deposits and .5 billion in capital funds,* balanced by a decline 
in other liabilities of 1.5 billion dollars. 

The increase in deposits has thus been attributed in important measur 
to the banks’ purchases of investments (chiefly governments) . For the other 
influences having a major effect in building up deposits we must lock 
outside the bank statements—almost entirely to the large inflow of gold 
Acting in the same direction early in the period was the expansion in the 
amount of reserve credit, and, acting in the opposite direction, has been the 
rise of money in circulation which began in 1935. But the movement of gold 
toward the United States has been the major influence, and is reflected in 
extremely rapid rise in bank reserves, at a rate almost exactly half as great 
as the rate of deposit expansion. These figures reflect a capability of credit 
expansion in the banking system which need not be dwelt upon here. The 
contribution of the Administration's monetary policy to this condition is 
obvious from the figures. 

At mid-1936, deposits were still over 3 billion dollars less than at their 
peak in 1930 but promise to exceed that peak substantially before another 
year is out. Bank holdings of governments are now 29.3 per cent as large as 
total deposits; they were 21.7 per cent as large in 1933, 9.7 per cent in 
1930, and 12 per cent in 1921. It may be mentioned in passing that an 
amount of government securities, probably over 2.5 billions, is now directly 
pledged against deposits by the member banks of the Federal Reserve sys- 
tem.’ 

To these facts regarding the size of the debt and its distribution may be 
added a certain comment of a more general nature. It seems clear that the 
government debt is of sufficient size and so distributed as to be an extremely 
important element in the national economy. Comparison of the debt with 
the figures of national income reveal its importance both in contrast to the 
situation of the decade of the twenties and the pre-War situation. Not only 
was the federal debt below 1 billion dollars in the decade prior to the War, 
but it was used for very different purposes from those of today. In these 
years, as much as 80 per cent was found backing against national bank 
notes, leaving but little for other investment by banks or for investment 
holding outside the banks. Today it is held in almost equal portions by 
banks and by non-bank investors, and in the banks it is merely one among 
the different types of assets held against deposits, some of it pledged directly 
for this purpose. Very little is held as hand-to-hand currency backing, 


* The increase in “capital” is confined to preferred stock and notes, debentures, etc., of 
the banks ; common stock has declined. 

* On June 30, 1936, member banks reported such pledges of government and government 
guaranteed securities to the amount of over 3 billions. 
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though, through rediscounting, large amounts of currency might be obtained 
if the banking system was subjected to strain. 


A ppraisal of the Present Status of the United States Debt 


Two sources of apprehension, not entirely disconnected, now exist con- 
cerning the status of the United States. The first of these is the potentiality 
of inflation in the present situation. To anyone acquainted with monetary and 
credit theory this needs little emphasis. I am using the term “‘inflation”’ as 
involving rapidly rising prices and feverish business activity and not in the 
sense in which it is merely descriptive of today’s credit situation. The danger 
would be greatly increased by some untoward event such as war in Europe 
or other developments which would affect unfavorably to a serious degree 
the present business psychology. Moreover, the danger grows with time, if 
government deficit persists and government borrowing continues on any- 
thing like the present scale. One of the necessary steps to give relief from 
this danger is to bring the federal budget into an approximate balance within 
a few years’ time, though other measures may also prove necessary when 
this is accomplished. In fact, without its accomplishment other measures may 
prove impossible or illusory, as indicated later. In this respect an encourag- 
ing development has been the steady sales of government bonds outside 
the banks, since these sales do not build up bank deposits. Even with current 
low yields, this form of investment has remained competitive with corporate 
bonds. Expansion of new corporate issues may draw away some of the 
demand for governments, but thus far does not seem to have checked such 
sales.® 

It is not my intention to discuss inflation in general in this paper; but 
lest my point of view seem unduly restricted, I wish to state that in my view 
inflation is a sequence of events, which, though attributable to monetary 
causes, is much broader in scope and is very decidedly affected by non- 
monetary forces and events. These may vary greatly. Governmental debt, 
which I am discussing, is only one actor in the drama, though in my opinion 
it plays a leading rdle. 

Inflation is not the only source of apprehension. A second source lies 
in the fact that the banks now have so large a proportion of their assets in 
government bonds. May not this situation give rise later to the dumping 
of large amounts of government bonds on the market with disastrous re- 
sults? It would appear a natural conclusion that, with expansion of business, 
bank lending would again expand substantially, and that this would re- 
quite the displacement of present holdings of government and other ob- 
ligations. Whether commercial lending operations regain their former po- 


* An illustration of the situation is supplied by a certain corporate bond circular last 
spring, which carried a note to the effect that, for maturities under 15 years, the quotations 
‘or federal obligations should also be examined. 
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sition in the activity of the banks appears highly doubtful. Certainly one of 
the most conspicuous developments of the 1920’s was the effort of busines 
to get away from the large volume of commercial borrowing which create 
so much difficulty in 1920 and 1921. The commercial loan expansion whic 
followed was moderate, and the depression brought about the drastic reduc 
tion in all lending activities of the banks to which we have referred above 
A large part of this came from commercial loans. Accompanying this reduc. 
tion was the liquidation of speculative loans; and legislation wisely restrid- 
ing the activities of banks in this direction has followed. The present 
situation, in which the banks have become to such an important degre 
holders of debt, both corporate and government, as against lenders of short: 
time funds, has been a natural result of all these influences plus the financing 
of the deficit. 

Certainly the likelihood that these steps will be retraced now appears 
small; business does not want to go back to the situation of the early 
twenties, and no relaxation of speculative restriction of credit is to be 
anticipated—quite the reverse. Expansion of lending is, of course, to be 
expected; but reserves are large, and even if further advances are made in 
reserve requirements, there is no lack of ability to increase loans. 

The ability of the banks to add to their earning assets today is clearly 
in excess of the amounts likely to be demanded by borrowers in the imme 
diate future, at least; and (short of an inflationary boom) this situation 
seems likely to persist. There remains, however, the question of whether 
the government bond is a desirable bank asset under present conditions. 
Its advantages are well known, but are of such importance that they may 
well be recounted: First, they are now rediscountable, so that a bank, undet 
the necessity of obtaining funds, need not sell them on the open market 
Secondly, the maturities are conveniently arranged for bank investment. 
Thus liquidity, in the sense of having funds constantly flowing into the bank, 
can be obtained by proper arrangement of maturities. Thirdly, developments 
which may adversely affect the bond market will surely affect bonds of 
other kinds, both corporate and municipal, possibly as badly as federal 
bonds. The risk of price decline is present in one class as in the other; and 
it may be added in passing that good bank management is cognizant of such 
risks and it would be unrealistic to assume that it was not setting up 
protection. 

The foregoing considerations are basic in any appraisal of the position 
of the national debt; but obviously the subject cannot be dismissed without (like t 
considering the possible outcome of a change from the pervasive money HM from c 
ease of the present to firmer conditions and the corresponding decline Sinc 
bond prices. Such a development is, sooner or later, inevitable, either as the A, 
result of economic developments or of the imposition of monetary methods 2 . 
of control by the money authorities for the purpose of keeping speculative RMR the Fed 
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d business expansion within bounds. Effective monetary measures imply 
igher interest rates. The predominant control authority is the Treasury 
tself.° It has in its hands tremencous power to keep money easy; so much 
o, indeed, that we cannot raise the question of higher money rates without 
so asking whether the Treasury will be in a position to accept them. 


The Position of the Treasury 


There is an obvious conflict between the interest of the Treasury as 
borrower—which is to maintain low rates—and its interest in exerting 
money control. Quite obviously, again, the Treasury can more easily follow 
a policy leading to firmer conditions if it no longer has to enter the market 
for new money. Ultimately, this is a matter of Congressional tax and appro- 
priation policy; but it is worth while to examine certain resources which the 
Treasury might use to remove, at least temporarily, the necessity of new 
borrowing. 

The first of these is the stabilization fund, which, on being returned to 
the Treasury, will put it in funds to the amount of 2 billion dollars, a sum 
equal to the estimated budget deficit for the 1936-37 fiscal year. The second 
is the large cash balance being maintained in the general fund. The third 
source—which may ultimately prove the most important—is the receipts 
now beginning on the pay roll tax under the social security legislation which 
will go to build up reserves for the later payments of benefits. 

The provision regarding this fund is of special interest to any considera- 
tion of the national debt. It reads: 

Section 201. (b) It shall be the duty of the Secretary of the Treasury to invest such 
portion of the amounts credited to the Account, as is not, in his judgment, required to 
meet current withdrawals. Such investment may be made only in interest-bearing obligations 
of the United States or in obligations guaranteed as to both principal and interest by the 
United States. For such purpose such obligations may be acquired (1) on original issue 
at par, or (2) by purchase of outstanding obligations at the market price. The purposes for 
which obligations of the United States may be issued under the Second Liberty Bond Act, 
as amended, are hereby extended to authorize the issuance at par of special obligations 
exclusively to the Account. Such special obligations shall bear interest at the rate of 3 per 
centum per annum. Obligations other than such special obligations may be acquired for the 
Account only on such terms as to provide an investment yield of not less than 3 per centum 
per annum, 

The investment of the funds may thus take place in three ways: (1) 
iavestment in direct obligations of the United States or securities guaranteed 
by the United States at par upon issuance, (2) investment in such obliga- 
tions through the open market, and (3) investment in special obligations 
(like those of the civil service retirement funds, which have been excluded 
from our consideration of the debt figures) bearing interest at 3 per cent. 
Since the funds must bear interest at 3 per cent, the third avenue of invest- 


‘A clear demonstration of the Treasury's dominant position in this regard is given in 
Professor J. F, Ebersole’s article, “The Money Management Powers of the Treasury and 
the Federal Reserve Banks,” Harvard Business Review, XV, 1 (Autumn, 1936). 
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ment is the only one now open. Let us look further at the transaction 
Monies received from the pay roll taxes and covered into the General Fund 
to the credit of the Old Age Reserve Account will be used to purchase the 
obligations of the Treasury, and hence become available to meet government 
expenditures or to reduce the debt. At present, the maximum fund contem. 
plated is 47 billion dollars (1980)—more than ample to retire the entire 
outstanding debt if the budget is otherwise balanced. This would mean that 
the debt had become simply a bookkeeping transaction between different 
governmental agencies. 

For our present purposes, the important fact is that money from pay toll 
taxes (minus fund expenditures) will become available by the process fy 
the general purposes of the Treasury. The net amount of the fund at the end 
of 1940 has been estimated at 2 billion dollars, or at an annual average for 
the four years of 500 million dollars.*° These are obviously large amounts. 

As to ordinary revenues, I shall simply call attention to the fact that 
our assumption of higher interest rates, whether as the result of authoritative 
measures or economic developments, implies increased revenues since such 
an increase in rates will be an accompaniment of more active business. It 
should imply also decreased expenditures because of decreased needs for 
emergency relief. 

This examination of the Treasury's resources has been made subject ‘o 
one imponderable factor of decisive importance; namely, the fact that 
Congress is finally the arbiter of expenditures and taxes subject, of course, 
to the pressure of administrative policy. We shall have to introduce another 
imponderable, directly allied to the first; namely, whether the Treasury 
itsclf will find it politically expedient to favor higher money rates for the 
purpose of moderating business activity. I have heard it dogmatically stated 
that the so-called ‘‘deflationists’’ never win politically; that however much 
people may complain of rising costs of living, this complaint never is 
strong enough to determine political action or to be successful at the polls. 
I am skeptical on this point, nor do I interpret the spirit of the present 
administration as one which would make action toward moderating business 
activity impossible. Quite the contrary. But I do wish to emphasize the fact 
that a certain conclusion is not possible; we are forced to await the outcome 
of events. 


The Debt Under Firmer Money Conditions 


Our analysis of the position of the Treasury is that it may, with good 
fortune, be able to accept an increase in money tates—whether arising 
from its own action or other influences—rather than using its resources 
to prevent it, with the obvious danger of continuing an easy money policy 


”™M. Albert Linton, Reserve Provisions of the Federal Old Age Security Program, 
October, 1935, p. 5. 
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» the point of actual inflation. At the heart of the whole matter lies the 
uestion of whether the volume of federal obligations outstanding, dis- 
ributed among banks and other investors as it is, creates an additional 
azard not present in the past when the money market grew firmer after 
period of ease. 

Admittedly, the present banking situation differs from that existing in 
he years before 1933 and this fact detracts from the value of historical 
omparisons. But it is worth while to recount the past record. The last 
eriod of pronounced ease in money was in 1924, and the upturn in 
oney came late that year; bond yields reached a low only in 1927. In 
922, the two moved up almost together. Varying lags of bond yields 
fter money rates appear in the preceding episodes; it may be noted that 
he low of money rates after the disturbance of the middle nineties came 
t the end of 1898, the low in bond yields in 1902." 

Neglecting the possibilities of lags in the fluctuation of bond yields and 
oney rates, and assuming that the two rise at about the same time, that 
s, that bond prices (including those of governments) either cease to 
dvance or actually decline at the time the money market tightens, we 
ay return to the situation among the present holders of the debt. 

For banks, marking down the capital values of bonds, if it becomes 
ecessary, is not a pleasant process, even though higher interest rates mean 
igher bank earnings. Federal obligations may indeed be less subject to 
arking down than other bonds, and it would be naive to assume that the 
anks had not been partly guided in their investment policy by the possi- 
ility of lower prices. The banks have had plenty of experience with poor 
nd portfolios during the past few years. Alternative investments may 
t the time seem less attractive than governments, and the ability of the 
banks to expand credit from other resources may place them in a position to 
add further to their bond holdings at lower prices. With the advantages 
which the government bond possesses (particularly its use for rediscounting ) 
dumping of large amounts by the banks may well be unnecessary, and 
atastrophic price adjustments avoided. There is the possibility of holding 
bonds bought at higher than current prices to maturity, and purchases are 
often made with this procedure in view. Active business conditions, will, of 
course, bring more corporate bonds on to the market, but so far, at least, 
this has not impaired the position of governments. 

Holdings outside the banks also have to be reckoned with. Those held 
as temporary reserves by business concerns, in so far as they are short 
maturities, might be allowed to run off, but some would doubtless reach 
the market. Holdings by such organizations as life insurance companies, 
and bonds in trust accounts, on the other hand, are bought for permanent 


bis See chart, Review of Economic Statistics, XIII, 34-5 (1931). The bond yields plotted 
ertain to railroad bonds, money rates to commercial paper. 
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investment. Savings bonds are unlikely to be rediscounted in 
except as the result of severe economic pressure. I again wish to emphasix 
the point that the real question is the relative position of the governme 
bond as an investment as against alternative forms. 

In so far as the banks are concerned, bonds must be considered, as hys 
been done, as only part of their earning assets. A situation impairing asses 
generally is what is to be feared. An example in point is the experience of 
1920. Then the seat of the trouble was in the commercial loan account 
but bonds were affected, large sales took place, and prices fell sharply. 
Even under these conditions the cyclical recession in activity was much ley 
violent than the last. It may be remarked in passing that such a situation 
under present conditions would be alleviated by the rediscounting of 
governments, which are obviously in abundant supply to meet a contingeng 
of this kind. 

The foregoing discussion is not a forecast of the future, but simply for 
the purpose of pointing out that the tightening of the money market from 
the extremely low levels of today need not be a financial catastrophe. We 
have unfortunately during recent years had to think of economic adjust: 
ments in times of economic catastrophe. Our cyclical history suggests, how: 
ever, that the extreme dislocation of recent years is not the rule. 


Recapitulation and Conclusion 


At the outset of this paper I stated that I regarded it as my task, in 
offering a commentary upon the facts advanced in the first section of the 
paper, to draw up a schedule of the possibilities within the framework of 
the present facts. The first possibility—but not necessarily the most likely, 
though so regarded by some—is that we shall continue to expand out 
federal debt year by year, selling federal obligations to banks so long a 
that is possible, and eventually ending in the morass of inflation and 
eventual collapse. This is a real danger; there can be no disagreement upon 
the seriousness of such an outcome, and all are anxious to be preserved 
against it. 

The second possibility is that the federal budget will be brought tv 
approximate balance within a year or two; we cannot extend the tim 
interval too long, for time itself enhances greatly the possibility of inflation 
gaining headway. The Treasury is in a strong position to effect a balanced 
budget; it has certain resources, such as are present in the stabilization fund 
its current balance, and the arrangement now provided for the reserve 
of the Old Age Reserve Account under the National Security Act. It has 
furthermore, the prospects of increased collections from present taxes & 
business becomes more prosperous and of reduced emergency expenditures 
The ultimate determinant is the action of Congress, which, by wise « 
unwise legislation, may hurry or retard the reaching of the goal. 
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But a balanced budget does not solve the problem. Business has responded 
igorously to the stimulus of easy money. This means, in my opinion, 
igher money rates sooner or later—whether they are to come from per- 
mitting economic forces to work themselves out or from monetary controls 
imed to moderate business activity. In establishing such controls the Treas- 
ry occupies a dominant position. 
Will the Treasury accept higher money rates, with their concomittant 
f higher costs of borrowing (whether new or refunding) and lower prices 
or federal bonds? With the budget balanced and no necessity for new 
orrowings, it will be in a position to do so; but will it be politically feasible 
0 take such action? I believe it can be made so, since even with the budget 
balanced the danger of easy money stimulation leading to excesses in 
speculation and business is clearly present. 
This analysis brings me to the heart of the question which I have been 
onsidering: does the federal debt, distributed as it now is, place our 
economy in jeopardy when the day of firmer money and checking of the 
advance of bond prices or lower prices for them (whether federal, muni- 
ipal, or corporate) shall have come? Usually there has been no question. 
The movement from a condition of extreme money ease to firmer rates 
has merely been accepted as a sign of the return to normally prosperous 
business activity. Though the seed of the next cyclical downturn may have 
_ BBP bcen planted at this point, the turn in the money situation which we have 
it MM in mind does not necessarily lead to difficulty, and may well be welcomed as 
the MB evidence of prosperity or as supplying a natural restraint upon it. But 
‘our national debt is now well in excess of the previous high point, and that 
I), MP portion held by the banks (though it may not prove unwieldy) forms a . 
ut ES larger portion of bank assets than in any recent years. Will this situation 
lead to difficulty? 
ne One of the possibilities is that serious trouble will be encountered at 
0 RS the point when money rates begin to rise. We cannot now form a judg- 
Cc ment of when this point may be reached, nor make any conjecture regarding 
such events or circumstances as may at that time influence the financial 

0M situation. In fact, the point may be reached by other routes than we have 
It suggested, inflation among them. Non-monetary factors may have shown 
fundamental changes meanwhile. But the considerations which we have 
€\@ advanced earlier establish the possibility that readjustment to firmer money 
¢ M® may be orderly, as it has frequently been in the past. Any active reduction 
of the debt outstanding in private hands—whether held by banks or 
others—would act to ease the situation; and we may well be drawing the debt 
4 into the Old Age Reserve Fund at that time. Even with government bonds 
declining in price there may remain an investment demand, since alternative 
investment may be equally affected. Especially may this be true of the banks, 
for which government bonds possess many advantages—chief of them 
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being the possibility of rediscounting, which would relieve pressure fy 

sales on the open market. We must not fail to attach importance to th THE F 
fact that the banks have considered the contingency of lower prices i | 
their investment policies. Perhaps there is more danger that pressure vil 
come from non-bank holders; but this would be lessened to the degree ha 
sales were made to investment institutions for permanent holding or to th 


small investor who would have the same intent. Turning again to the bank IE To one 
and looking back to 1920-21, we find the commercial loan the source offllhe most 
difficulty; today the banks, faced by the 1920 situation, could ion of h 
rediscounting their governments find additional funds. The strong reser yzards, | 
position of the banks, if maintained, would be still another source offMnancial 


strength militating against a dumping of government bonds on the marke Mi ontribut 
I find, in these influences, a possibility of orderly readjustment—certai Life it 

a desirable goal. A final consideration may be advanced. We have becomis protec 
accustomed, since 1929, to the idea of adjustment by catastrophe, rathe Mf deper 
than in more gradual and less spectacular ways. Perhaps we have gon per cet 
too far, in our desire to avoid wishful thinking, in looking upon ous the f: 
problems as solvable only through catastrophe. Possibly the curative effec: iii mag 
of depression and recovery have gone further than has been supposed. efring | 
The government debt which I have been discussing embraces merely :fiMthose im 
part of the larger problem of inflation. It is here that the real danger lies Hiidependc 
The essential requirements to avoid this danger are understood. Some of its Hiithe tran 
aspects are new, but in most respects it presents old and easily recognizable Hi#without 
features, and the methods of avoidance are equally well known. Amo 
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THE FEDERAL-STATE UNEMPLOYMENT COMPENSATION 
PROVISIONS OF THE SOCIAL SECURITY ACT 


By W. R. WILLIAMSON 
Social Security Board 


To one whose entire business training has been in life insurance, one of 

e most important aspects of this activity is its emphasis upon the recogni- 
ion of hazards, the necessity for shared financial provision against those 
azatds, and the budgeting of the personal income to the extent of one’s 
hnancial ability and his understanding of the desirable amount of individual 
ontribution to a joint fund. 

Life insurance is now measured in terms of a hundred billion dollars 
pf protection against the contingency of death and the subsequent poverty 
pf dependents. It probably carries a yearly premium income approximating 
5 per cent of the national income. Its reserves are not far from 25 per cent 
of the face value of the insurance protection. A co-operative enterprise of 
his magnitude has had and will continue to have a profound effect in trans- 
etring purchasing power from the time when income is being earned to 
hose important periods following the death of the wage earner when his 
dependents need resources. The life insurance business also provides for 
the transfer of purchasing power to annuitants who might otherwise be 
without resources after the termination of an earned income. 

Among that part of the population of normal working ages, the yearly 
probability of death is probably less than 1 per cent. Unemployment affects 
yearly a much larger percentage of the working population. During the last 
twelve to fifteen years there is considerable evidence that unemployment 
has robbed our industrial population of some 15 per cent of its working 
time. In certain of the depression years, more than one-third of the industrial 
population has been without work for a long enough period to create 
setious personal problems of budgeting. 

If co-operative budgeting has been helpful in dealing with the hazard 
of dependency, following the death of the wage earner, it is also desirable 
to arrange some co-operative enterprise by means of which workers thrown 
out of employment may have some financial support during such an unwel- 
come vacation from income-producing labor. 

Our pride in our individual independence must not hide our mutual 
interdependence. We must understand quantitatively the extent of the 
contingencies of death, old age, sickness, and unemployment in order that 
our personal budgeting may include provision for these common elements. 
We need also the recognition that a pooling of resources along insurance 
lines must clearly supplement the individual provision along banking lines. 
The citizen needs both greater knowledge as to the probabilities of such 


Foy 
vil) 
hat 
the 
of 
gh 
of | 
et 
nly 
me 
net 
Mut 
tts 
le 


100 American Economic Association 


hazards and a working program which will help him to contribute di 
or indirectly to a joint fund from which benefits will be paid to those wiy 
become unemployed. These benefits will be available after a brief wait; 
period and continue for a reasonable duration of involuntary unemploy. 
ment. 

The Committee on Economic Security, appointed by the President, en. 
ployed a small staff who worked under the direction of Dr. E. E. Witt, 
They were assisted by a technical board and advisory council and by varioy 
advisory and consulting groups. The report of the Committee appeared 
in January, 1935; hearings of the Ways and Means Committee of the Houy 
and the Finance Committee of the Senate were printed in the spring of 
1935. The Social Security Act was adopted in August, 1935. In th 
various printed reports, there is much expression of opinion indicating 
the growing recognition of this need of social budgeting. A great ded 
of the discussion was on the subject of unemployment compensation. Afte 
many years, when the very need of unemployment compensation was on 
of the major arguments against its adoption, the extremity of this need in 
the depression finally became the basic argument for its adoption. 

The statistical data necessary for a full analysis of the relationship be 
tween costs and benefits were not available to the Committee on Economk 
Security. There was at hand, however, a considerable amount of scattered 
material compiled in various cities and in one or two state analyses of 
unemployment. From these scattered data preliminary studies were compiled 
attempting to show what rate of contribution would have been necessay 
in a nation-wide coverage during the period beginning in 1922. With full 
recognition of the crudity of these cost estimates, the following table was 
determined as indicative of the benefits which might have been furnished 
against certain rates of contribution and certain rates of expense: 


Crude Estimates After Actuarial Adjustment of Maximum Duration of Benefits of 
Half-pay with a Weekly Maximum of $15 Based upon: 
3% Contribution 4% Contribution 5% Contribution 
Waiting Period 2.7% for Benefits 3.6% for Benefits 4.57% for Benefits 
2 weeks 10 weeks 15 weeks 21 weeks 
4 12 18 26 


Unemployment has been so severe that during the period under observe 
tion, it seems that possibly only 30 per cent of the existing unemployment 
would have been compensated by the schedule calling for 3 per cent cont: 
bution and allowing 12 weeks of benefits after a 4-week waiting period 
In periods of normal prosperity, involuntary unemployment is relatively 
brief. Such a schedule of benefits would cover, in all probability, a larg 
part of such unemployment. In periods of depression, the duration af 
involuntary unemployment is extreme. This benefit schedule would provice 
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pmpensation on but a limited proportion of the unemployment of depres- 
on periods. In this relationship, however, lies a stabilizing force so far 
; the fund is concerned. In spite of the great increase in aggregate unem- 
joyment in bad times, the mew cases of unemployment qualifying for 

nefits do not increase so rapidly as does unemployment as a whole. The 
nds available for benefits are therefore somewhat safeguarded by the 
revity of the duration of unemployment compensation. 

For a more complete analysis of the cost aspects of unemployment com- 

nsation, reference should be made to Law and Contemporary Problems 
January, 1936), where several discussions are given by members of the 
taff of the Committee on Economic Security, and by other students of 
he subject. 

In the American consideration of such a subject, the tradition of federal- 
ate relationships and the understanding that there were reserved to the 
tates all functions not specifically assigned to the federal government, seem 
0 imply that the general field of provision for the aged, the indigent, the 
nemployed, remained the responsibility of the states. So in the Social 
Security Act of 1935 unemployment compensation has been provided 
hrough newly appointed state authorities or by adding to the responsibilities 
pf existing state departments a new responsibility for unemployment com- 
pensation. The administration will be under state and not federal direction. 

Titles III and IX of the Social Security Act are regarded as covering 
nemployment compensation. Unemployment compensation benefits are 
ot provided directly by the Social Security Act, but rather by the pro- 
prams of unemployment compensation which have been or will be adopted 
within the separate states. Upon the pay rolls of employers of eight or 
ore employees within each of 20 weeks of any year is levied a federal tax 
nder Title IX, except the following employment categories: 


. Agricultural labor; 

. Domestic service in a private home; 

. Officer or member of the crew of a vessel on the navigable waters of 
the United States; 

. Individual in employ of son, daughter, or spouse; child under twenty- 
one years in employ of parent; 

. Public employees—federal, state, and local; 

. Employees of non-profit institutions operated exclusively for religious, 
charitable, scientific, literary, or educational purposes, or for the 
prevention of cruelty to children or animals. 


l 
3 


Instead of starting at once with the tax rate of 3 per cent, implied as a 
minimum provision in the above discussion, the first year’s tax rate is 
set up at 1 per cent of 1936 wages; the subsequent rates at 2 per cent of 
1937 wages and 3 per cent of the wages of 1938 and of the following 
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years, the tax being payable in each instance in the calendar year ney 
following the year in which it accrues. These rates are applicable to th 
total pay roll without any reduction because of high salaried individu 
employees, even though it may be possible that certain of them may bk 
excluded by the state programs or by the exceptions listed above. The 
federal tax is assessable entirely against the employer without any contriby. 
tion thereto on the part of the employee. Proceeds of the tax go di 
into the general revenues of the federal government. Under the extrem 
case of no supplementary state legislation, none of these taxes unde 
Title IX would have any relation to unemployment benefits. The adoption 
of this method of taxation followed consideration of three possible line 
of procedure by the Committee on Economic Security. 

The first procedure was a national or strictly federal plan of administn- 
tion of unemployment compensation benefits, with a taxation program 
adequate to produce new revenues to the federal government sufficient to 
recognize the increased outlay forced upon the federal government by the 
new project. The second was state administration of unemployment con: 
pensation with the encouragement of a subsidy-in-aid from the federl 
government to a state passing a satisfactory unemployment compensation 
law. And the third was a state administration using the tax off-set device 
under which the federal government levies taxes against employers but 
permiting credits against these taxes to any employer whose contribution to 
a state unemployment compensation program, approved by the Social 
Security Board, would equal a specific, large percentage of the federal 
tax. 

Against the first approach it has been argued that the federal government 
was as yet unprepared to develop a single comprehensive plan of such 
magnitude, since the philosophy of unemployment compensation had not 
yet been clearly envisaged by American citizens. It would, instead, be wiser, 
it was said, to encourage the individual states to try separate experiments, 
each state having considerable freedom in its determination of benefits and 
administrative technique, so that an informed opinion could develop. 

Against the second possible plan it was argued that the delay in estab 
lishing state unemployment compensation programs might be due to the 
fear that one state embarking alone on unemployment compensation te 
sponsibilities would assume so large an additional cost of production as t0 
penalize the employers of that state in competition with the employers 0 
any neighboring states who had escaped the unemployment compensatios 
tax burden. 

In favor of the third plan it was argued that the individual state would 
be free to determine methods and techniques, but that its employers would 
not gain comparative financial advantage through foregoing the adoptios 
of an unemployment compensation law, since without the state law é 
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federal tax would be levied in any event. The employers of such a state 
would prefer that their tax payment would result in benefits to their 
employees should they become unemployed, rather than have such tax 
payment merely go into the general revenues of the federal government. 

So the tax off-set device was accepted by the Committee on Economic 
Security and by the legislators who were finally responsible for the law. The 
third program was adopted and Title IX outlines how the tax off-set can 
be secured, and in Title III is set forth how in addition an administrative 
subsidy can be secured by a state. 

Prior to the discussion of the social security program in Congress only 
one state had determined upon a program of unemployment compensation. 
Wisconsin had adopted a plant reserve program under which employers 
were to contribute 2 per cent of pay roll with a provision that a reduction 
to 1 per cent or even to nothing might be possible in recognition of low 
unemployment rates presumably due to the adoption of such constructive 
management methods as would stabilize employment. No benefit payments 
were made under the Wisconsin plan until the summer of 1936. From 
the standpoint of employee benefits, its influence had been negligible up 


} to the time of the passage of the Social Security Act. The Wisconsin act 


was very important, however, in that Wisconsin was the first state to adopt 
an unemployment compensation program. Its adoption centered attention 
upon specific benefits and methods, removing the subject of unemployment 
compensation from the theoretical and bringing it into the practical. It 
was the first state experiment and it had not required federal pressure to 
get it started. 

The federal law which recognized the desirability of state freedom has 
permitted at least four techniques to the individual states: (1) the indi- 
vidual plant reserve typified by the existing Wisconsin law; (2) a straight 
pooled fund emphasizing the social interrelation of all employers in the 
responsibility for unemployment; (3) the modified pooled fund which per- 
mitted experience rating credits or merit rating after a given period of 
observation—a sort of compromise between the shared insurance idea of 
the second method and the completely non-insurance idea of the first; (4) 
the possibility of provision by financially responsible corporations of guaran- 
teed employment for a definite period or at least wage payment in lieu of 
sharing with other employers in a joint provision against the contingency 
of unemployment. 

The introduction of experience rating credits affects somewhat the pro- 
vision for tax off-set. An employer contributing to a pooled fund and 
allowed a credit which diminishes his contribution thereto is to be given 
credit for the full amount of the contribution, even though he contributes 
less than 90 per cent of the federal tax to the state fund. 

The collection of the tax under Title IX is the responsibility of the 
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Income Tax Unit of the Bureau of Internal Revenue of the T 


Department, which has issued a pamphlet called Regulations 90, cover; a 
preliminary rulings as to procedure, and which is steadily building up ; 7 Th 
series of rules and regulations dealing with eligibility to the tax, exemp. to the 
tions from the tax, methods of collection, etc. states 

The Treasury Department of the federal government maintains a try entire 
fund for the state unemployment compensation authorities whose programs tion | 
have been approved by the Social Security Board. Separate accounts ar cost | 
maintained for each state. This trust fund is invested in interest-bearing Secu! 
obligations of the United States government. It is subject to withdraw recei 
only to meet actual benefit payments to the unemployed. It is common) to av 
expected that the sums thus deposited in the fund will be equivalent tp fied 
approximately 90 per cent of the sums which, save for the tax off-e gran 
provision, would have been paid directly into the Treasury from the ta of 1 
receipts under Title IX. sup] 


The Social Security Board is made responsible for the approval of the 
state laws. The framing of such laws is assumed to have a direct relation- 
ship to the alternatives offered the employers of each state of paying the 
full tax, or 10 per cent of such tax, to the federal government, depending 
upon the passage by the state of an unemployment compensation law which 
meets the conditions required for federal approval. 

To be approved, state unemployment compensation plans must provide: 
(a) that benefits be paid through public employment offices in the state 
or through such other agencies as the Board may approve; (b) that no benefit 
payments shall be made until the plan has been in effect for at least two 
years; (c) that all monies received by the state agency from employer and 
employee contributions to its unemployment compensation program, be 
deposited in the Treasury of the United States such deposits to be main- 
tained as a trust fund by the Treasury and to be used solely for the payment 
of benefits to the unemployed; and (d) that compensation may not be 
denied to any eligible individual for refusal to accept work if the position 
vacant is due directly to strike, lock-out, or other labor dispute; if the 
wages, hours, or other conditions of work are substantially less favorable to 
the individual than those prevailing for similar work in the locality; or if 
the individual should be required to join a company union or to fesign 
from or refrain from joining any bona fide labor organization. 

The state may also retain the right to repeal or amend its law. Even 
after the Social Security Board has once approved a state plan as complying 
with the above requirements, this approval may be revoked if it should 
subsequently develop that the state plan fails to comply substantially with 
the conditions set forth. The Social Security Board must promptly notify 
the governor of any state when it has reason to believe that a state law 
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may not be certified on December 31 of the taxable year or when it subse- 
quently requires withdrawal of certification. 

The federal program, in addition to granting up to a 90 per cent credit 
to the employer against his federal tax under Title IX, allows grants to 
states for the administration of the state law, such grant being available 
entirely to cover expenses of administration, taking into account the popula- 
tion of the state, the number of persons covered by the state law and the 
cost of proper administration thereof, and such other factors as the Social 
Security Board finds to be relevant. The Secretary of the Treasury, upon 
receipt of the certification of the Social Security Board, shall pay, prior 
to audit or settlement by the General Accounting Office, the amount certi- 
fied to the state agency charged with the administration of the law. If these 
grants approximate the portion of the tax not waived, the state program 
of unemployment compensation might be regarded as practically self- 
supporting. The employers paying a residual tax under Title IX find that 
such grants are in one sense paid for by them. Such grants are not directly 
payable from the federal tax since it is collected for general revenues and 
the grants must be derived from appropriations authorized by Congress to 
the extent of the anticipated yearly budgets in successive fiscal years. 

The specific requirements which must be met by a state in order to 
secure federal grants for its administrative costs are: 


1. Approval of state law by Social Security Board under Title IX. 

2. Such methods of administration (other than those relating to selection, 
tenure of office, and compensation of personnel) as are found by 
the Board to be reasonably calculated to insure full payment of unem- 
ployment compensation when due. 

. Opportunity for a fair hearing, before an impartial tribunal, for all 
individuals whose claims for unemployment compensation are denied. 
4. The making of reports, in such form and containing such informa- 
tion, as the Board may require, and compliance with provisions en- 
abling the Board to verify and to assure the correctness of such reports. 
. Making available upon request to any federal agency administering 
public works or assistance through public employment, the name, 
address, occupation, employment status, and rights to further com- 
pensation of each recipient of unemployment compensation. 


The revocation of grants once authorized may follow after reasonable 
notice to the state agency and opportunity for hearing where the Social 
Security Board finds that a substantial number of persons entitled to com- 
pensation are being denied such compensation, or that the state has failed 
to comply substantially with the required provisions. The Board shall then 
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notify such state agency that further payment will not be made until the 
Board is satisfied that the adverse conditions have been remedied. 


Up to November 24, 1936, the approved plans of unemployment com. = 
pensation numbered sixteen,’ covering the District of Columbia and the a 
states of Alabama, California, Idaho, Indiana, Louisiana, Massachusetts pm 
Mississippi, New Hampshire, New York, Oregon, Rhode Island, South New 
Carolina, Texas, Utah, and Wisconsin. In many states no regular session of each 
the legislature has convened since the passage of the Social Security Ac. the ¢ 
Discussion of the constitutionality of the New York State law has reached In 
the Supreme Court of the United States, where the decision in favor of the on 
constitutionality rendered by a lower court has been affirmed. Because in earn 
most state laws the introduction of merit rating is deferred until 1941, per 
the Social Security Board has yet to make its final finding of fact concerning secu 
the granting of additional credits against the federal tax beyond the actual T 
payments of employers to state unemployment compensation programs, the 
Certain state unemployment compensation laws contain provision for 1.8 
guaranteed employment accounts and exempted unemployment benefit plans set | 
which may not meet requisite provisions and which therefore may not cent 
enable employers to obtain their additional credits against the federal tax. first 

The distribution of types of fund is as follows: The 

Type of Fund No. of Plans con 

1. Employer reserve accounts 1 

2. Pooled fund (with study of merit rating) 3 la 

3. Pooled fund with merit rating 11 P 

4. Pooled fund but with employer reserve accounts 1 the 
Guaranteed employment accounts are also permitted by five of the plans. = 
This may produce certain difficulties both in continued approval and in a 
smooth administration. No state has limited its program solely to guaranteed a 
employment plans. The complete distinction between guaranteed employ- Dj 
ment and contribution to a pooled fund argues against the probability of th 
successful administration of these two discordant programs within a single pe 
plan. cu 

The employment inclusions in some cases accept all work done within th 
the United States, provided the greater part of the work is performed in 
within the state; in other cases the state laws cover not only service pet- 
formed within the state but also service performed elsewhere if incidental , 
to service in the state. Many states specifically include service in interstate : 
commerce. ‘ 

The overlapping possibilities of several of the laws are already develop- 3 


ing interesting conflicts of interest which call for interstate conferences for 
discussion of difficulties. 


* Subsequent to this date the number of states with approved programs has approximately 
doubled. 
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While the federal Act levies the taxes under Title IX only against 
employers with 8 or more employees within each of 20 weeks within the 
year, Wisconsin covers employers of 8 or more within 18 weeks and out-of- 
state contractors employing 20 in any week, the District of Columbia now, 
and Idaho after 1936, include employers of 1 or more, the states of 
New Hampshire and New York cover the employers of 4 or more within 
each of 13 weeks, and the states of Oregon, Rhode Island, and Utah cover 
the employers of 4 or more on any day within each of 20 weeks. 

In certain states contributions are not paid on the entire pay roll but 
on the “‘defined’’ pay roll, which includes only wages paid to employees 
earning less than $50 per week, $2,500 per year, $2,600 per year, $3,000 
per year, of $250 per month. These exclusions complicate the matter of 
securing the complete 90 per cent off-set to federal taxation. 

The most common rates of contribution are those which would qualify 
the employer for the maximum tax off-set; namely, 0.9 per cent in 1936, 
1.8 per cent in 1937, 2.7 per cent thereafter. Some of the states have not 
set the state contribution rate at this point but have adopted rates of 1 per 
cent, 2 per cent, and 3 per cent, respectively, and some have modified the 
first yearly rate of contribution because of delayed enactment of state laws. 
These contributions are also subject to modification when merit rating be- 
comes effective. 

States are permitted to provide for employee contribution to their 
plans in adaitiou to empioye: contribution, thus increasing the scope of 
the benefits by such extension of income. Alabama, California, Idaho, 
Indiana, Louisiana, Massachusetts, New Hampshire, and Rhode Island 
provide for employee contribution. In no state, excluding consideration 
of merit rating credits, except Massachusetts, does the employees’ contribu- 
tion exceed one-half the employer's rate of contribution. Only in the 
District of Columbia has there been a provision for state supplement to 
the employers’ and employees’ contributions and there only to the extent 
of $100,000 in 1936, $125,000 in 1937, and $175,000 in 1938. The 
customary recognition in earlier unemployment compensation plans abroad 
that the state will subsidize the program has therefore hardly been accorded 
in the United States as yet. 

An illustrative merit rating provision is that of Alabama which limits 
merit rating to the employer’s contribution and his benefit experience, with 
a range in contribution from 1.5 per cent up to 4 per cent, provided the 
average of contributions to the state fund is maintained at approximately 
3 per cent. Another illustration is California where after 1940 if the 
reserve as developed for the purpose of merit rating ranges from 8 per 
cent to 10 per cent of pay roll, the contribution will be cut to 2.5 per cent. 
If it ranges from 10 per cent to 12 per cent the contribution will be cut 
to 2 per cent. If it ranges from 12 per cent to 15 per cent the contribution 
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will be cut to 1.5 per cent, while if it amounts to 15 per cent of pay toll 
the contribution will be cut to 1 per cent. The clear determination of wha 
credence should properly be assigned to limited experience lies ahead jp 
the actual operation of these programs. 

The benefits for total unemployment have customarily been either 50 
per cent of wages with a maximum of $15 per week, though Wisconsin 
has three wage categories in determining its maximum, and the District of 
Columbia brings in extent of family responsibility, granting a range from 
40 per cent when there are no dependents, up to 65 per cent with several 


minist! 
dependents. In the several states the minimum benefit may be a flat sum— 


They 
$5 per week, $7 per week, $7.50 per week—or it may vary with wages we 
with a minimum of $5 or $7 per week if that proportion provided benefits The 
which amount to less than $5 or $7 per week; or 70 per cent of wages or qualif 
$5, whichever is less. Some states do not provide any minimum at all. to 26 
“Wages” as here defined have in most states been based upon a full-time withir 
week upon certain estimates of what are the correct number of full-time of em 
hours. makir 

The preccding benefits are for total unemployment. Partial unemploy- applic 
ment enters into benefit schedules with varying definitions. Massachusetts Dis 
and New York are the only states not providing such benefits. New York cond 
provides that the industrial commissioner should appoint a committee to Disc 
study the problem and report by February 1, 1937, and the New Hamp- reduc 
shire law, although paying partial unemployment benefits, likewise requires deter 
a study. Others define partial unemployment in many ways, such as earn- labor 


ings less than one-half of full-time weekly wage, or wages less than weekly 
total unemployment benefits, or earnings which fail to exceed 120 per 
cent of weekly total unemployment benefits, or earnings less than $1 or 
$2 more than weekly total unemployment benefits. 

The most common measure of benefit weeks to duration of previous 
employment is that they shall not exceed 1 week of benefits to 4 weeks 
of employment within the previous 104 weeks, though the District of 
Columbia allows 1 to 3; New York provides for 1 week to 15 days 
within 52 weeks; Wisconsin provides 1 to 4 within 52 weeks when benefit 
rate is $10 a week, 1 to 5 when benfit rate is $12.50, 1 to 6 when benefit 
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rate is $15. Several of the states provide for additional benefits at the ratio of 
of 1 to 20 within the preceding 260 weeks. A few vary slightly from this affe 
determination of basic benefits. Some states provide for contingent addi- 
tional benefits beyond the basic period and several give no additional bene- ma 
fits. Additional benefits to the persistently employed attempt to provide nat 
sort of individual merit rating. the 

The maximum duration of benefits is, of course, really tied up with the cor 
waiting period. The waiting period is variously expressed as 3 weeks tri 
within 52 weeks, 2 weeks within 13 weeks, 4 weeks within 12 months, 4 be 
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weeks within 52 weeks, 3 or 4 successive weeks, and 3 or 4 weeks per 
employer, with varying definitions as to how partial unemployment shall 
count toward the total waiting period. The maximum duration of benefits 
ranges from 12 to 20 weeks, the presence of employee contribution being a 
vital factor in the determination of this maximum. 

A concept which emphasizes the individual right to special benefits 
because of good records, has resulted in the use of additional benefits to 
individuals with exceptionally good employment records. These add ad- 
ministrative responsibility for record keeping over longer periods of time. 
They emphasize the banking rather than the insurance method of advance 
provision. 

The conditions for the receipt of benefits include also an employment 
qualifying period ranging from 60 days’ employment within 52 weeks up 
to 26 weeks’ employment within 52 weeks, or 40 weeks’ employment 
within 104 weeks. Wisconsin alone requires 4 weeks’ probationary period 
of employment by a given employer, Wisconsin's plant reserve program 
making continuity of record from employer to employer apparently less 
applicable. 

Disqualifications for the receipt of benefits include discharge for mis- 
conduct, labor dispute, voluntary leaving, refusal of suitable employment. 
Discharge for misconduct commonly extends the waiting period, sometimes 
reduces the period of benefit. The common handling of labor disputes is to. 
determine that the employee is ineligible in case unemployment is due to a 
labor dispute in active progress in the establishment where he was last 
employed. Where the employee voluntarily terminates his employment, the 
waiting period is customarily extended, possibly as much as 6 weeks. Refusal 
to accept suitable employment may leave him ineligible for a given period, 
or it may, as in the state of California, make him ineligible during the 
entire period of unemployment. Other disqualifications include school 
attendance, too short residence in the state (in California alone), commit- 
ment to a penal institution, receipt of workmen’s compensation benefits, 
willful failure to give correct information as to amount of earnings in con- 
nection with claims, receipt of benefits under Title II, eligibility to self- 
employment among the customary self-employed, unemployment due to act 
of God, other catastrophe or act of civil or military authority directly 
affecting place of employment (in Wisconsin alone). 

The administration of the state act involves claims determination by 
manager of local state employment office or by deputy or employee desig- 
nated by commission, or by local employment office, official designated by 
the Board; a hearing on disputed claims or provision for an appeal to the 
commission is provided in practically all states. There may be an appeal 
tribunal, there may be examiners, there may be an appeal board, there may 
be division between employee, employer, and public representation on the 
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experim 


appeal tribunal. The commission or commissioner may redetermine claim 
little as 


There may be a judicial review solely on questions of law by superior coug 


or circuit court, but provision is carefully made in each law for specifi ars 
technique suitable to the state. — 

Employment offices are utilized both for placement and for determini perm 
the fact of the attempt to secure work made by the unemployed individu 
Where the Wagner-Peyser Act has been accepted, as it has been in all the ponerse 
sixteen administrations here reviewed,’ this employment service may hx promp 
connected with the Department of Labor, Department of Employment, the industt 
United States Employment Service, the Industrial Accident Board, the and - 
Unemployment Compensation Commission, Industrial Commission, o ae 


other approved jurisdiction. 

The administrative agency is customarily a separate unemployment con- 
pensation or reserves commission or board. The Department of Labor, 
however, supervises the administration in Louisiana, New York, New 
Hampshire, and Rhode Island. An industrial commission functions in 
Wisconsin, Utah, and Oregon. In Idaho it is the Industrial Accident Board; 
in Indiana the Unemployment Compensation Board under the state Depart: 
ment of Treasury. In general, appointments to the key positions are made 
by the governor of the state, while the selection of the staff is on a merit 
basis. 

Some of the state acts have provided for the contingency that the 
Federal Social Security Act may be declared unconstitutional. In general 
the state act provides for some method of terminating the state program in 
that event. 

The actual payment of benefits, begun in the state of Wisconsin in 1938, 
introduces the practical benefit paying side of unemployment compensi- 
tion. There is a definite change of approach from questioning whether 
unemployment compensation shall be introduced to determining how it 
shall be administered. The sixteen states whose laws have been approved by 
the Social Security Board probably represent about 40 per cent of the 
population of the United States. 

The states will continue to study their own programs. There is an inter- 
state committee which shares the results of the studies of each state with 
the administrators of other state laws. There is further a central review 
continuously made by the Bureau of Unemployment Compensation and the 
Bureau of Research and Statistics of the Social Security Board. A decided 
advance in general understanding and in statistical background is shortly 
to be expected. One of the main functions of the Board is research—the 
compilation and analysis of statistics, so that the administration of these 


*In the District of Columbia there was no acceptance since the employment service 's 
operated directly by the United States Employment Service. 


Unemployment Compensation of the Social Security Act 111 


experimental unemployment compensation programs may be hampered as 
little as possible by sheer ignorance. 

It must be recognized that there remain large problems for complete 
analysis. These include the treatment of unemployment beyond the benefit 
periods, wage and employment exclusions, depressional unemployment 
rates, seasonal and part-time work, the taxing ability of the state and the 
federal government, the ultimate impact of cost, safe methods of realizing 
promptly huge sums in event of special strain, the interrelation of private 
industry and governmental administration, the relationship of the federal 
and state governments, and the conflict between the individualist and the 
social view point. These all offer challenges to further investigation, study, 
and tentative conclusions. 
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UNEMPLOYMENT RELIEF AND INSURANCE 


beyon 
By EMERSON Ross 
Works Progress Administration one 

0 
During the last several years the federal government has been slow) Th 
shaping a program of security for the destitute unemployed. The tio mente 
principal features of this program are the Social Security Act and the of th 
Works Program. Unemployment made necessary the institution of thes upon 
complementary activities and the need for them will remain as long cause 
unemployment remains a serious problem. numt 
Today there is a growing conviction in some quarters, however, thi natio 
business recovery has removed the necessity for a broad federal program in ot 
designed to ameliorate suffering arising from unemployment. This viev- comi 
point is based upon the assumption that the depression which began in adeq 
1929 created the first and only serious unemployment problem in the histor It 
of the United States, that unemployment is not a serious problem today, dept 
and that business cycles can be eliminated or controlled in the future. If reli 
one grants these premises, the need for unemployment insurance and : in 1 
federal works program can indeed be questioned. The thesis maintained this 
here, however, is that unemployment of varying intensity has been a part loca 
of our industrial system for decades, that unemployment today is a serious care 
problem, and that it will probably continue to be so for an indefinite period. I 
Since this is the case, the present recovery should not be used as an excuse gen 
for dismantling the federal security program. It should instead be utilized 193 
as a breathing spell during which the several complementary parts of an gra 
intensive security program can be welded together more adequately. tha 
First, let us examine briefly the situation prior to 1929. Estimates of thi: 
unemployment by Professor Paul H. Douglas covering the period from 7 
1897 to 1926 for four major industries show an average of 10 per cent dey 
unemployed. Other estimates covering certain periods prior to the depres- ha 
sion and a number of local censuses of unemployment all point unmistak- ab 
ably to a continuing volume of unemployment. Even in prosperous periods, ha 
such as 1923 and 1926, there were more than 1.5 million persons out of Is 
work in this country. It is true that exceptions can be taken to these estimates - 
and to the local censuses and unemployment studies. Controversies con- be 
cerning methods, however, cannot obscure the fact that the problem has li 
been with us year in and year out. S 
Nevertheless, unemployment was generally regarded during the pre y 


depression era as a negligible and transitory nuisance. In the popular 
mind, unemployment was often considered to be a consequence of personal 
ineptitude. The view was also entertained that unemployment was a 
worst a minor matter of short duration. The failure to view the problem 
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of relief and unemployment as a permanent problem created by conditions 
beyond the control of the individual and locality led to a policy of federal 
inaction. The drive for unemployment insurance in the twenties could not 


' surmount the concept that unemployment was negligible, a personal matter, 


or a problem to be met by local poor relief. 

This predepression conception of unemployment was largely instru- 
mental in fashioning the haphazard and wholly inadequate relief policies 
of that period. Local governments and local private charities were called 
upon to support those rendered destitute by unemployment or by other 
causes. The fragmentary data available for the period on expenditures, 
numbers aided, etc., reveal a picture that is a sad commentary on this 
nation. In many areas the local poor law machinery was never established, 
in others it operated with inefficiency and harshness, while in only a few 
communities did local public relief and private charity provide fairly 
adequate standards. 

It is not generally recognized that in the decades prior to the recent 
depression relief needs advanced sharply. In sixteen major cities public 
relief expenditures increased from 1.5 million dollars in 1911 to 20 millions 
in 1928, to 28 millions in 1930, and to over 64 millions in 1931. Despite 
this increase, adequate standards and coverage were not attained. The 
local public and private agencies simply did not, and frequently could not, 
care for the problem. 

During the depression years, however, need for federal aid became 
generally accepted. In the latter part of 1932, and more extensively during 
1933-35, action was taken in the form of extensive relief and works pro- 
grams and the passage of the Social Security Act. The present danger is 
that under the spell of recovery no further efforts will be made to integrate 
this program and that vital parts may be scrapped as unnecessary. 

American business has recovered rapidly from the low point of the 
depression. Unemployment has declined substantially, dividend payments 
have exceeded even the prosperity levels of the latter twenties, and innumer- 
able other business indicators show rapid improvement. It is true that we 
have cut the unemployment figures of 15 million for the early part of 
1933 by at least one-third. It is equally true, however, that the lowest 
reliable figure places unemployment at about 8.5 million persons for Octo- 
ber. This estimate is substantiated by the fact that there are some 6.8 mil- 
lion persons on the active registration files of the United States Employment 
Service. This latter figure does not represent the complete total, for many 
unemployed do not register at the employment offices. Furthermore, relief 
data show a large group of unemployed on the relief programs and sub- 
stantiate the thesis that the unemployment problem is still with us in a 
serious form. 

Obviously, then, unemployment has been for some time, and is today, a 
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serious problem. But what of the future? In deciding future federal policy 
with reference to the problem of providing security for the unem 
the following questions are of pressing importance: What will be the extent 
of unemployment in the immediate future? What volume of unemploy. 
ment must we be prepared to face in the more distant future? Wha 
measures must be adopted to meet this problem? 

Unemployment will doubtless remain at a high level during 1937, 
Estimated unemployment has declined from 11.6 million in January, 1936, 
to almost 8.6 million in October (Nathan). The 8.6 million figure, hov- 
ever, is for October, which is usually the lowest month in the year. For the 
full year of 1936 the monthly average unemployment will be about 93 
million. A decline of 25 per cent during 1937 would leave 7.3 million 
unemployed, a decline of 2.5 million. To achieve this, industry in general 
would have to re-employ 3 million persons, the other half-million repte- 
senting the new annual addition to the labor supply. Average employment in 
1934 was almost 2 million over the previous year; in 1935 almost 500,000 
over 1934; and in 1936 approximately 2 million over 1935. In none of 
these three recovery years has employment increased by 3 million. Is it 
possible that industry in general will accomplish this in 1937? 

A positive answer, of course, is impossible. Should industrial production 
in 1937 return to the 1929 levels, re-employment may even exceed 3 mil- 
lion. But even with a return to 1929 levels in 1937, unemployment would 
range between 7 and 7.5 million workers. A return to 1929 levels of 
production would mean an increase in industrial production of 18 pet 
cent over the average for 1936. Many observers predict no more than a 
10 per cent rise, while some experts deny that any increase will occur. 
In any case, we can look forward to a substantial volume of unemployment 
in 1937. 

Even if the optimistic forecast of 7 to 7.5 million unemployed in 
1937 be accepted, however, it is obvious that the need for a federal works 
program will be nearly as great as it was in 1936. It is often said that 
an increase in employment should produce a corresponding decline in the 
number receiving relief. This statement overlooks the fact that no more 
than half of the unemployed are receiving relief. It overlooks the fact 
that any increase in employment can come from a number of sources: the 
experienced unemployed on relief, the experienced unemployed not on 
relief, the new workers coming on the labor market, and the surplus workers 
on the farms. Workers on the relief rolls certainly do not receive all the 
new jobs, nor even most of them. In brief, it is not to be expected that 
re-employment will absorb an equal number from the relief rolls and the 
works program. The presence of a large number of unemployed who are 
not on relief rolls or employed on the Works Program makes this impos- 
sible. 
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Looking into the more distant future it seems inevitable that a vexing 
problem of unemployment must be confronted. It is obviously impossible 
to project unemployment estimates very far into the future. There appears 
to be little doubt, however, that a sizeable problem will exist as long as 
we have a highly industrialized and rapidly changing economy based on 
prices and profits. 

Factors which lead to unemployment are numerous. By far the most 
important are those associated with cyclical fluctuations. Any stabilization 
of these cyclical fluctuations would, of course, remove the peaks and valleys, 
although much unemployment would undoubtedly remain due to other 


causes. 


Intelligent efforts to stabilize the cyclical variations in the present eco- 
nomic system should obviously be encouraged. There are, however, certain 
strategic factors in our economy which are tending to make stabilization 
more and more difficult to attain. Shifts in demand, of course, tend to 
produce instability. More important, however, is the fact that even minor 
shifts in the demand for consumers goods produce intensified fluctuations 
in the derived demand for durable capital goods. The intensification of 
fluctuations in the derived demand for durable producers goods is of 
special significance at the present time. Durable goods industries respond 
violently to a relatively small increase in consumer demand. Retardation 
in the rate of increase in demand, however, is inevitable and will lead to 
an intensified decline in the production of durable goods. It is important 
to remember that the recovery has proceeded for nearly four years; per- 
haps only one or two more years of increased demand are possible before 
the retarding influences operate to throw the durable goods industries into 
another period of inactivity. 

The general principle of intensified fluctuation of demand for durable 
goods is well borne out by the recent depression. Production and employ- 
ment declines were greatest in the durable goods industries, less marked in 
the semidurable, and least evident in the non-durable goods industries. This 
is reflected in our relief data for industrial regions which, in a general way, 
showed a higher percentage of population on relief in those areas specializ- 
ing in the production of durable goods. 

Total employment in the durable goods industries in 1929 averaged 
4.5 million. In 1932 the number employed was slightly less than half the 
1929 level. On the other hand, non-durable employment declined about 
one-fourth over the same period. 

With growing industrialism, a nation concentrates a relatively larger 
part of its industrial labor on the production of durable capital goods. With 
generally rising living standards a relatively larger volume of the con- 
‘sumers goods take the form of durable consumers goods, e.g., radios, 
automobiles, electric refrigerators, household electrical appliances, etc. This 
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country is producing greater volumes of durable goods each 
decade. Given a progressive technology there is reason to believe that this 
trend toward relatively greater volume of durable goods will continue 
But since the durable goods industries are demonstrably more unstable in 
production and employment than are the non-durable goods industries, 
it seems probable that the long-term trend is toward greater i 
The instability in durable goods production is due in part to the dispensable 
character of the wants they satisfy. The demand for durable consumer 
goods can be deferred for several years at a time while the existing supply (i increas 
is kept in use. The derived demand for durable producers goods fluctuates i factur! 
widely in response to these relatively small changes in consumers demand, i contim 
Instability of this sort is an inherent characteristic of the present economic Mi econ? 
system in the absence of completely regimented consumption. per ce 

Evidence likewise shows that the growth of the size of the business Cha 
unit increases job insecurity. Depression declines in employment are pro- i yc! 2 
portionally greater for workers in large firms than for those in smaller suppl} 
establishinents. death: 

The instability of employment is also affected by monopoly power and J !ebor 
controlled prices. The relative price stability enjoyed by groups of large Th 
and highly centralized industries during the depression was achieved by — u2em 
drastic declines in production and consequently in employment. On the J empl 
other hand, production and employment generally were more stable for J 2/80 
those industries in which flexible prices are the rule. work 

These factors of durability of goods produced, large size of business 
units, and price inflexibility are mutually reinforcing, and together exert 
a profound influence on the incidence of unemployment. When, as com- 
monly occurs, the large-scale business unit is engaged i in the production of 
durable goods and is in a position to maintain prices at relatively high 
levels by decreasing output and employment, the fluctuations in production 
and employment are enormous. On the other hand, in non-durable goods 
industries where the business units are smaller, competition is keen, prices 
are relatively flexible, and production and employment fluctuate relatively 
little. 

In addition to the factors noted above, technological changes contribute 
to the volume of unemployment. No simple set of causes can be said to 
govern technological displacement. It is certain, however, that technological 
displacement results at least in temporary unemployment: that is, during the 
period of the readjustment of the supply of labor to the altered demand. 
Thus, in any period some unemployment from this source will exist. This is 
true even if technological improvements do not alter the total demand for 
labor. When, however, in a given period the rate of technological improve 
ment is greater than the growth of output, i.e., when the total demand for 
labor is reduced, unemployment of more than a temporary character arises. 
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With constant technological improvement as a feature of our changing 
economic order, some amount of unemployment can be expected at all 
times. 

The extent of technological improvement since the War can be seen by 
recent studies which indicate that the over-all productivity of labor in- 
creased by 39 per cent from 1920 to 1935. From 1923 to 1929, however, 
the growth of total production in all industry was faster than the rise of 
productivity and total employment increased throughout the period. This 
increase in total employment occurred despite actual declines in the manu- 
facturing, agricultural, and mining industries. Since 1929 productivity has 
continued to increase. The average increase since 1929 for all lines of 
economic activity (goods and services combined) is estimated at about 10 
per cent. 

Changes in the available supply of labor must also be considered. Each 
year approximately half a million workers are being added to the labor 
supply. This represents a net addition of workers, after allowing for the 
deaths and retirement of older workers, and these annual additions to the 
labor supply will continue for some time to come. 

There are additional factors which affect the supply of labor. When 
unemployment and lower incomes are widespread, persons not gainfully 
employed look for jobs in an effort to add to depleted family incomes, as do 
also housewives and young persons leaving school prematurely. Older 
workers do not retire so soon. Other additions to the labor supply consist of 
persons formerly independent or self-employed. While the magnitude of 
these additions to the labor supply cannot be definitely stated, there is every 
evidence that they are not insignificant. None of these factors is taken into 
consideration in any of the current estimates of unemployment. 

In attempting to estimate the level to which production must rise to 
reduce unemployment to the 1929 average, the two main factors just 
outlined—changing productivity and changes in the labor supply—are of 
outstanding importance. To reduce unemployment to the 1929 average of 
about 1.8 million, production would have to rise to a point where it 
would absorb both the technologically displaced workers and the additions 
to the labor supply since 1929. It is estimated that in 1937 this would 
fequire a 20 per cent increase in total production over 1929 or approxi- 
mately 45 per cent over 1936. Further technological advances and con- 
tinued annual additions to the labor supply will, of course, necessitate still 
higher levels of production with each succeeding year if unemployment 
is to be reduced to the level of 1929. 

In summary, unemployment has been, is, and will continue to be 
perhaps the most pressing of all social and economic problems. Should pro- 
duction in 1937 return to the 1929 level, the unemployed would still num- 
bet from 7 million to 7.5 million persons. For the more distant future, a 
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large volume of unemployment seems very likely, and 4 million unen. 
ployed probably represents the minimum to be expected even 
prosperity periods. The minimum will, of course, be substantially increase 
during depression periods. Enlightened public opinion, therefore, mus 
recognize the permanence of this problem and thus make possible a divers. 
fied and long-range program to meet the needs of the unemployed. 

In considering measures to mitigate the effect of unemployment, it mus 
be recognized that no single type of program can solve the problem. The 
complexity and diversity of the unemployment problem must be considered, 
Experience with relief for the past three or four years shows the unemploy- 
ment problem to be more varied than is commonly believed. A pro 
designed to meet adequately the needs of the unemployed should include 
unemployment insurance, employment offices, direct relief, a training pro- 
gram, and a work program. 

It has been said by some that unemployment insurance alone will care 
for most of the unemployment problems. Unquestionably unemployment 
compensation should be an important part of any program, but it cannot 
stand alone. Its limitations are indicated by the following factors. 

The duration of unemployment for a large segment of those out of 
work extends well beyond the waiting and benefit period. For instance, 
the average urban worker on relief in May, 1934, had lost his last job at 
his usual occupation in the winter of 1931-32. Furthermore, many groups 
such as farmers, rural workers, domestics, and the normally self-employed 
are not covered by insurance plans. The inexperienced worker and those 
unemployed at present obviously cannot contribute and are not covered. 

The uneven incidence of unemployment would prevent many nominally 
covered workers from contributing sufficiently to draw benefits for any 
appreciable period of time. Industrial policies throw many out of work 
who stand little chance of re-employment. The hiring age policies of many 
industries make it virtually impossible for many workers over 40 or 45 to 
get jobs. Furthermore, high employment standards of certain industries 
exclude not only the older workers but also the inexperienced workers and 
those who are not able to keep up the high speeds demanded. 

In short, unemployment insurance is a first line of defense and can 
play an important part in a security program. A relief program must be 
maintained, however, for those workers who exhaust their benefits before 
obtaining jobs. This part of the program should be primarily a work 
program, although direct relief is essential to care for those who, for one 
reason or another, cannot obtain work relief employment. Finally, a train- 
ing program should be developed to retrain workers and to provide training 
for the inexperienced workers. 

Under this integrated program, unemployment insurance cares for those 
who lose their jobs for relatively short periods of time. For those who are 
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unemployed for protracted periods the work and direct relief programs will 

provide income until they are reabsorbed by industry or by the old age 
Be assistance and insurance systems. Employment offices should be an integral 
art of a co-ordinated program. 

Only through a clear recognition of the permanence of unemployment, 
however, can such a diversified program be established on a lasting basis. 
And only a diversified, well-planned program can take care of the complex 
of occupational and special groups found among the unemployed. 
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ECONOMIC PROBLEMS ARISING FROM SOCIAL SECURITY sion 
TAXES AND RESERVES millions 

By E. B. SCHWULST wink 

The Bowery Savings Bank ge 

I deeply appreciate the privilege of speaking to the members of the estimate 
American Economic Association on certain aspects of the Federal Social of P hil 
Security Act. I am not an expert on the subject of social security legislation, 838 mi 
and I do not intend to spend very much time in discussing the merits and made a 
demerits of the Act. I shall address myself primarily to the problems and amount 
economic consequences arising from the taxes imposed by the Act and the ment F 
reserves accumulated out of those taxes. the Ac 
As you know, the Act provides for the creation of reserves in connection with w 
with the payment of old age pensions and unemployment compensation, the Un 
The Old Age pension reserve is created out of an income tax levied on each to abo 
employee's earnings, not in excess of $3,000 in any one calendar year, and several 
an equal excise tax levied on his employer. Both taxes become operative in The 
1937, the rate in that year being 2 per cent, increasing to 3 per cent in by the 
1940, 4 per cent in 1943, 5 per cent in 1946, and 6 per cent, the maxi- guated 
mum, in 1949—in all cases the taxes being divided equally between em- aes fee 
ployee and employer. to the 
The Unemployment Compensation reserve is created out of an excise To 
tax levied on employers only, at the rate of 1 per cent in 1936, 2 per cent oe 
in 1937, and 3 per cent in 1938 and thereafter. The tax is levied on the of the 
entire pay roll. by Co 
The Secretary of the Treasury must invest all amounts credited to the outsid 
Old Age pension reserve account and not required to meet current pay- marke 
ments in interest-bearing obligations of the United States or obligations Let 
guaranteed as to both principal and interest by the United States. These Act w 
obligations must yield not less than 3 per cent per annum. The Secretary taxes. 
of the Treasury may purchase existing direct or guaranteed obligations of Cer 
the United States in the open market if a 3 per cent yield is obtainable from will 1 
them; otherwise, he must issue to the reserve account special non- cause 
transferable obligations of the United States bearing 3 per cent interest. the t 
The Unemployment Compensation reserve will be invested by the Secre = 
tary of the Treasury in the same manner as the Old Age pension reserve — 
except that the yield on the bonds held in the reserve account must not be the € 
less than the average rate of interest borne by all interest-bearing obligations the h 
of the United States then forming part of the public debt. for i 
The receipts of the Old Age pension fund from taxes, as shown in chan 
the Senate report on the Act, w ill amount to about 256 million dollars in those 
1937, increasing annually up to 970 millions in 1943, 1,939 millions in rp 


1960, and 2,181 millions in 1980. By 1942 it is estimated that the Old Age 
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pension reserve will amount to 3,657 million dollars, by 1950 to 14,032 
millions, by 1960 to 29,544 millions, and by 1980 to approximately 47 
billions, at which point receipts of the Old Age pension fund from contri- 
butions and interest are estimated to balance payments out of the fund. 

The receipts into the Unemployment Compensation fund from taxes are 
estimated by Towers, Perry, Forster and Crosby, Inc., pension authorities 
of Philadelphia, at 247 million dollars in 1936, increasing annually to 
338 millions in 1940 and to 1,100 millions in 1980. No estimate can be 
made as to the amount of the reserve which will be accumulated because the 
amount of the pay rolls which will be taxed and the amount of unemploy- 
ment payments cannot be estimated in advance. In the Senate report on 
the Act, however, it was stated that if the provisions of the Act dealing 
with unemployment compensation had been in effect from 1922 to 1929, 
the Unemployment Compensation reserve would have amounted in 1929 
to about 2,500 millions. It seems safe to say, therefore, that a reserve of 
several billions of dollars will no doubt be accumulated. 

The proceeds of the taxes levied under the Act will either be invested 
by the Secretary of the Treasury in United States government direct or 
guaranteed obligations purchased in the open market or they will find their 
way into the general funds of the Treasury, special obligations being issued 
to the reserve accounts therefor. 

To the extent that the Treasury issues special obligations to the reserve 
accounts, it can use the resulting proceeds of the taxes to meet the expenses 
of the federal government and to satisfy any appropriations authorized 
by Congress, to retire the federal debt in the hands of the public, to make 
outside investments, and by withholding the proceeds from the money 
market, sterilize them in the Treasury or in the Federal Reserve banks. 

Let us examine some of the economic consequences of the phases of the 
Act which I have been discussing. First, let us examine the effect of the 
taxes imposed by the Act. 

Certainly, in the beginning and in the main, the tax upon the employees 
will represent a diversion of funds from channels of consumption, be- 
cause it is a fair assumption, I think, that most of the employees who pay 
the tax would spend the bulk of the money taken from them by the tax 
in meeting their everyday wants. The Act, therefore, compels employees to 
save money which would, for the most part, not be saved otherwise. To 
the extent that the Treasury uses this money to retire government debt in 
the hands of the public and possibly also to the extent that it uses the money 
for investment in outside undertakings, the money will go into investment 
channels and largely into the capital goods industries as distinguished from 
those industries producing consumers goods. I see nothing to be alarmed 
about in this diversion of funds. On the contrary, I think the availability 
of these additional funds to the investment market and the capital goods 
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industries may be beneficial in speeding up that part of our national 

which has been lagging during the current recovery. It is this part of oy 
national economy which at this time is afflicted with the greatest amount of 
unemployment. 

To the extent that the government uses the money in meeting its genenl 
expenses, the money will, in the main, find its way back into the channels 
of consumption. 

The immediate effect of the tax upon employers will be to increase theit 
operating expenses. Since all but the very small employers will pay thes 
taxes, there is no competitive advantage enjoyed by any of them as a result 
of the levying of the taxes. Since the primary aim of employers is to make 
profits, they will naturally attempt as soon as possible to shift these taxes 
They can shift them to the consumer by raising prices and this may be done 
to some extent. Since raising prices curtails volume of business, the employ- 
ers would prefer to shift the taxes in some other way. They can do this 
ultimately, in my opinion, and I think they will do it, by either reducing 
wages or by not making wage increases as large as they would otherwise 
be, or by curtailing the number of employees, or by not taking on as many 
employees as they would otherwise take on, or by using more labor- 
saving machinery. They will probably do all these things. In the final 
working out of the incidence of the taxes upon the employer, we shill 
probably find that it is the employees, as a class, who will carry the tax 
burden imposed by this legislation. I think this would be true in the final 
analysis even though all the taxes were imposed in the first instance upon 
the employer and none at all upon the employee. Do not misunderstand me. 


I am not saying that the actual dollars would come out of the pocket of rae 
particular employees. These dollars might be represented by the savings we 
made by the employer in not employing as many people as formerly or by addit 
not increasing wages as much as they would otherwise be increased. In this aaiel 
way the fact that the employee class is carrying the load might not be appar- Th 
ent although it would be very real. Nor do I wish to imply that I think wall 


we should not have this legislation even though the employees as a class 
will probably bear most of the burden entailed. I should also like to make 
it clear that the continued development of our country, the growth in its 
productivity, and the continued increase in the efficiency of its wage earners 
should in time fully compensate for this tax burden which the employee 
class will directly or indirectly be called upon to bear as a result of this 


meet 


legislation. 

The next question arising from our consideration of this subject is: what of p 
will be the effect of the legislation upon the interest and debt burden borne will 
and to be borne by the general public? The interest-bearing direct debt wa 
of the United States government was, as of September 30, 1936, 33,088 cm 


million dollars. The annual interest charge upon that debt is approxi- 
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mately 750 million. I omit the indirect debt from this discussion on the 


") BB hcory that it is self-supporting. Authoritative opinion holds that, even with 
TE 10 great economy in expenditures, the federal budget will be balanced 
. within the next year or two. When we attain a balanced budget, the heavy 

contributions on account of Old Age pensions and Unemployment Com- 
" pensation will be used mainly in purchasing in the open market or retiring 


the existing public debt. The next effect of the Social Security Act will be 
that by 1980 all of the existing public debt will have been transferred to 
the reserve accounts created by the Act and, in addition to that, some 14 
billion dollars of public debt will have been created to provide for the 
investment of the 47 billions which will have been accumulated by that 
time in the Old Age pension reserve account alone. Also by that time 
there will probably have been several billions of additional debt created as 
a medium for the investment of the Unemployment Compensation reserve 
fund. The annual interest burden at 3 per cent on the debt in these reserve 
accounts will probably be in the neighborhood of 1.5 billion dollars as 
compared with a present interest burden of 750 millions. The difference 
of 750 millions will represent the increased burden upon the general public 
as its contribution to making the reserves set up under the Act sufficient 
to maintain the solvericy of the social security scheme. In a sense, the 
entire interest burden of around 1.5 billions may be considered the con- 
tribution which the general public is called upon to make to the scheme, 
because if the Act had not been passed the present interest burden would 
gradually be eliminated as the public debt is paid off. As things are now, 
however, this interest burden will be a permanent burden. 

As in some measure a compensation for this permanent interest charge, 
the general public will not be called upon to pay off out of general taxes the 
existing public debt, as that debt plus not less than 14 billion dollars of 
additional debt will have directly or indirectly been transferred to the 
reserve funds and will itself have become a fixed, perpetual debt. 

This debt will have become perpetual because, although the bonds rep- 
resenting the debt in the reserve funds may be liquidated, if necessary, to 
meet benefit payments, it is not contemplated, at least with respect to the 
bonds in the Old Age pension reserve fund, that they will be liquidated, in- 
asmuch as the fund is set up on a basis whereby the annual contributions 
plus the 3 per cent interest on the bonds paid by the government will by 
1980 and thereafter be equal to the annual payments to beneficiaries. 

In summary, therefore, with respect to the interest and debt burden 
upon the general public, we find that in effect the public will be relieved 
of paying off the public debt in which the reserve funds are invested, but 
will face by 1980 a continuing interest charge of about 1.5 billion dollars 
as compared with a present interest charge of 750 millions. Will this be 
4 ctushing burden upon the general public? I do not think so in view of 
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the probability that in the future we are likely to have a considerably hi of the 
price level than we have at this time and also in view of the fact that th long: : 
efficiency of labor and the productivity of the country should continue t) too lit 
increase as it has in the past, and should make the carrying of the burda seven 
no very great task. has be 

What will be the effect of the investment of these large reserves plant 
the money and investment markets? To the extent that the Treasury uss invent 
the funds to retire the existing public debt held by commercial banks ie peopl 
there will be a decrease, or at least a reduction in the otherwise normal ip. sume. 
crease, in commercial bank deposits. This factor in itself might be regarded this ¢ 
as somewhat deflationary. But we should bear in mind that the replac 
sums available for this purpose will not be extraordinarily large whe I tories, 
viewed in connection with the total amount of commercial bank deposits numb 
nor is it the only factor which will be at work in the economic situation Mm for b 
It is to be assumed that as we go forward from year to year, we will con fm vestm 
tinue to progress in productivity and in efficiency as we have in the pas, cludis 
that the wealth of our country will continue to increase, and that along Hm capita 
with it we shall have increasing rather than decreasing commercial bank J states 
deposits. One great factor in the situation which argues for greatly increas J amou 
ing deposits rather than decreasing deposits is the devaluation of our dolla Hi 1926 
and the enormous monetary reserves which have been accumulated in this HM durin 


country and which, as business confidence continues to grow and as banks 
are increasingly called upon to provide credit for expanding business, will 
inevitably lead to expansion of bank deposits. The fact that monetary 
reserves will not be decreased by the liquidation of the public debt held 
by commercial banks and the fact that these reserves are being constantly 


in 16 
figur 
pent 
befor 
itself 


increased in the world as a whole through greatly expanded gold production, If 
through the bringing of gold hoards out of hiding, and through the more anot! 
economical use of gold monetary reserves, lead many to believe that we view 
have far more to fear from a too rapid expansion of bank deposits than we Hm amor 
have from such decreases in deposits as may be brought about by the Mm Witl 
gradual liquidation of the public debt now held by commercial banks. may 
To the extent that the Secretary of the Treasury uses the funds for Mi “ut! 
meeting his general expenses and for making outside investments, commer: =_y 
cial bank deposits will be unaffected except that there will be a transfer with 
of deposits from one set of depositors to another set. ever 
In general it may be said that the entrance of these funds into the alte 
market, representing, as they do, savings, enforced savings if you will, wil with 
tend to soften or keep easy both commercial and long-term credit rates. this 
I use the word ‘‘tend”’ advisedly because there will be strong counter Wise 
vailing influences at work to raise money rates. We may look forward to I 
a considerable period of rising prices and expanding industrial activity. Thi effe 
Invi 


means that more money and credit will be needed in carrying on the business 
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of the country and it means that there will be a greater demand for both 
long- and short-term money by business. We are perhaps inclined to give 
too little weight to the fact that we have passed through a period of nearly 
seven years during which the demand for both long- and short-term credit 
has been at a very low ebb, and that during that same period the country’s 
plant and equipment have been deteriorating and growing obsolete and 
inventories have been dwindling. During that same period millions of our 
people have been consuming far less than they were accustomed to con- 
sume. The signs now clearly point, in my judgment, to the correction of 
this condition, with greatly increased demands for investment capital to 
replace worn out and out-moded plant and equipment, to build up inven- 
tories, and to meet the greatly increased consumption requirements of large 
numbers of our population. This can only mean an increased demand in time 
for both long- and short-term credit. A report recently issued by the In- 
vestment Bankers’ Association of America is significant. It shows that, ex- 
cluding refunding issues and flotations of federal government bonds, new 
capital financing on the part of industrial concerns, public utilities, railroads, 
states, municipalities, and foreign governments in the American market 
amounted to 3 billion dollars in 1916, 4.5 billions in 1921, 7 billions in 
1926, nearly 11 billions in 1929 (with the curve almost steadily rising 
during that time), less than 1 billion in 1933, and less than 2 billions 
in 1936 (with the curve drastically falling from 1929 to 1933). These 
figures are presented to you merely to remind you that there is a tremendous 
pent up demand for capital financing which is bound to make itself felt 
before very long. There are indications that it is beginning already to make 
itself felt. 

If I may digress a little further on the subject of interest rates, there is 
another factor in the situation which we are inclined to consider too lightly in 
view of the heavy excess reserves in this country. Take the enormous 
amount of so-called “hot money” that has been sent here from abroad. 
With the restoration of something more like normal conditions in Europe we 
may look forward to a considerable exodus of this money which would 
cut heavily into excess reserves and would tend to raise money rates. We 
may also look forward to the resumption of foreign lending by this country 
within a reasonable period of time. We are cultivating Latin America at 
every turn and the newspapers report that our European war debtors are 
already beginning to discuss the settlement of those obligations. You may, 
within a few years, again see substantial flotations of foreign bond issues in 
this market, certainly so, if European war clouds are dissipated. This, like- 
wise, will have a tendency to deplete excess reserves and raise interest rates. 

If I have wandered rather far afield, I am coming back now to the 
effect of the investment of the Social Security reserves upon the money and 
investment markets. 
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With the large sums which the Secretary of the Treasury will have ayail 
able for investment in government bonds on a 3 per cent yield basis, ther 
will be an element of support in the government bond market which wil 


tend to keep government bonds at a price level to yield not more than 3 
per cent. 


in the 
enterp! 
their 
securit 


As the existing government debt is transferred to the Old Age pension i 
and Unemployment Compensation reserve funds, large investors in govem- . “ 
ment securities will be confronted with a serious investment problem. Insur. wie ) 
ance companies, trust estates, commercial and savings banks are likely within sie 
a few years to see a great transformation in their bond portfolios. a digr 
will have to seek new investments for the funds which they will receive loym 
in the liquidation of their present federal bonds. This may even entail seti- i sh: 
ous consideration of changes in the laws which govern the investments of a this. ] 
number of these institutions. aieit 

The final effect upon the money and investment markets which I wish cemes 
to call to your attention is the fact that the Treasury is going to be placed in th 
in a very strong position to influence the money market. It will have hun- aged 
dreds of millions of new funds at its disposal each year which it can pay large 
into the money market, thus exerting an easing tendency on money fates; to the 
or it can, by withholding the funds from the market, tend to harden money prod 
rates. The receipt into the Treasury of these large funds may well make aahe 
the Treasury, except for war or other great emergency, entirely independent hiss 


of the outside market with respect to new government financing requite- 


ments and with respect to meeting maturing obligations. an 
The last of the economic consequences of the investment of the reserves kill t 
which I desire to discuss is that of the Treasury as an investor in outside in- peop 
dustries or activities. As I have previously pointed out, the accumulation of silk 
reserves will mean an increase in the public debt of not less than 14 bil- pa 
lions by 1980. In the absence of unconscionable extravagance which no In th 
one anticipates in view of the probably early balancing of the federal budget, ary 
the Treasury will either have to hold this sum idle in its vaults or it will spiti 
have to invest it. The effect upon trade and the interest loss to the public ond, 
of holding the funds idle rule out that alternative. Therefore, we ate faced hei 
with the prospect of the investment by the Treasury of this huge sum of oe 
money either in industry or in public works and conservation projects. It the | 
is not likely that the Treasury will buy into established private enterprise. oe 
I doubt that Congress would authorize action of this kind. It is there thos 
fore probable that, other things being equal, we shall find the gover foan 
ment using these funds in the development of large-scale public works pe 
and conservation projects. This activity should and could be undertaken in tion 
co-operation rather than in competition with private enterprise. Unquestion- ect 
ably carefully planned and productive public works and conservation pfoj this 
ects would be economically beneficial to the whole country. If undertaken cou 
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in the right spirit and with a view to supplementing the work of private 
enterprise they might very well go a long way toward defraying, through 
their capacity to increase the wealth of the country, the expense of the social 
security scheme. 

I cannot leave my subject without pointing out to you some of the dan- 
vers which I see in the social security scheme as we now have it. I have 
no quarrel with its objectives because we are merely following a trail which 
other nations have long since blazed for us, and we should all help to 
make successful the administration of an Act which attempts to place upon 
a dignified and scientific basis the handling of the old age and unem- 
ployment relief problem which we have always had with us and which 
we shall con‘*-ue to have with us in the absence of some such legislation as 
this. I have mentioned the burden imposed by this Act, but out of fair- 
ness I should say that that burden, so far as our society as a whole is con- 
cerned, would exist for our people even if we did not have this legislation. 
In these times society will, in one form or another, care for its indigent 
aged and its unemployed. The purpose of this legislation is to transfer in 
large part the burden of taking care of these people from future generations 
to those people themselves by compelling them to make provision in their 
productive years against the hazards of old age and unemployment. I do 
not see how we can quarrel with the purpose of legislation designed to bring 
this about. 

Now for the dangers which I see in this legislation. Some competent 
people have expressed the fear that the passage of this legislation will 
kill the thrift motive in those who are the beneficiaries of the Act. These 
people fear that the beneficiaries will be less inclined to use the customary 
methods of saving money because of their new sense of security resulting 
from this legislation. This fear, it seems to me, is the least of the dangers. 
In the first place, the maximum benefits to be enjoyed under the Act are 
not large enough to make any one who has ever been touched with the 
spirit of thrift satisfied with those benefits alone. They are relatively small 
and are very small indeed if for any reason one should lose his employment 
for any length of time. There is very little protection for such emergencies 
as might terminate a person’s employment for extended periods. Therefore, 
the thrifty individual will continue to save all he can and will no doubt 
use the channels which he has been accustomed to use. It is possible that 
those who have not found it convenient to save hitherto will, by being 
forced to save under the provisions of this Act, come into a better under- 
standing of the advantages of saving and develop a pride in the accumula- 
tion of a small estate. These people, who have not been savers hitherto, may 
become savers. In short, I do not think the spirit of thrift will be killed by 
this Act, and this danger, which many seem to fear, I am inclined to dis- 
count heavily. 
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There is a very real danger, however, in the possible misuse by 
of the large reserve funds which will be accumulated. Congress may forget 
the sound actuarial principles which underlie the creation of these reserve 
and when they see funds accumulating far in excess of current payments 
they may be inclined to yield to this pressure group or that pressure gtoup 
and appropriate the money for unwise spending in no way related to the 
purposes of the legislation. This is a very real danger. 

Another very real danger is the pressure which may be brought to bear 
upon Congress by the very beneficiaries of this legislation. The pensions and 
benefits at most are not very large, especially since, if we have the consider. 
ably higher price level in the future which we anticipate, the purchasing 
power of these pensions and benefits will be much less than they would be 
on the basis of today’s price level. The beneficiaries, when they see large 
unused sums of money piling up in the Treasury out of the proceeds of the 
taxes which they themselves will be paying in large part, may very well 
cry loudly for increases in the payments to themselves. They, too, may be 
ignorant of the actuarial principles which must be observed if the scheme 
is to remain solvent. This is also a very real danger. 

Another very real danger is the possibility that the government may be 
led, in the investment of the reserve funds, into destructive competition 
with private enterprise. A wise and farsighted policy with respect to the 
investment of these funds could be a great boon to the country and there 
is no reason why, under competent administration, it should not be. 

The final real danger I see is an abuse of the power which these reserve 
funds will give the Treasury in the money market. This influence may be 
good or bad depending upon the competence of the officers administering 
the Act. 

Permit me to point out before I conclude my remarks, the remedies for 
each of these dangers. With respect to the fear that the thrift motive 
will be killed, I have already said enough to show you that I do not attach 
much importance to it. 

With regard to the possible squandering of the funds by Congress, I can 
only suggest that public opinion be made fully aware of the fact that any 
such action would mean disaster to the whole scheme and greatly in- 
creased future burdens in the form of additional taxes upon the general 
public if the scheme is to remain solvent. This means that those of us who 
understand this legislation must champion a widespread diffusion of know!- 
edge of the basic principles underlying the legislation and be ready to 
combat with organized and determined effort any and all attempts to 
sabotage the solvency of the scheme. 

With regard to the possible pressure from the beneficiaries themselves 
for increased pensions and benefits, I can only say that here, too, education 
and enlightenment are the only remedies. The beneficiaries must be made 
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» understand that they cannot expect higher pensions and benefits unless 


et hey are willing to pay higher direct or indirect taxes. They cannot escape 
6 ying the major part of the cost of the pensions and benefits they receive. 
fs, With regard to the abuse by the government of the power it will have 
1p o compete with private business and influence the money market, I can 
ne only say that we must depend upon the selection of officials to administer 


the Act who have ability, intelligence, and integrity. We can help these 
officials to be able, intelligent, and honest by insisting upon frequent and 
full publicity regarding all transactions under the Act and regarding the 
status of the reserve funds. 

I confess that many of these dangers are very real but we cannot say that 
we do not have confidence in our government and in its responsible officials, 
because to make such a statement would be to admit that we do not have 
confidence in American institutions or in the good sense and integrity of 
the American people. To make such an admission would be to deny and re- 
pudiate our own heritage. 

We must place our strongest reliance upon the intelligence and good 
faith of our own people whom it is our duty to keep informed, because 
we know that if they are really kept informed, they may be depended upon, 
when the issue is joined, to hold to a strict accountability their representa- 
tives in Congress and those executives and administrative officials who may 
through weakness, ignorance, or ineptitude fail to meet their responsibilities. 
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THE SITUATION OF GOLD TODAY IN RELATION To 
WORLD CURRENCIES 


By ALvIN H. HANSEN 
University of Minnesota 


During the last quarter century we have witnessed important changes in 
the function of gold in the world’s monetary systems. Prior to the War, the 
gold standard, in view of the limited functions it was designed to perform, 
operated with relatively high efficiency. The conditions underlying its su. 
cessful operation are well known and need in our discussion today only 2 
passing reference. The pre-War system can indeed, with substantial accurag, 
be described as one operating under the play of automatic forces. Ther 
was, outside of England, virtually no monetary management. In the United 
States there was no central banking system which stood between the gold 
reserve base and the superstructure of credit. The quantity of money— 
I use the term in a broadly inclusive sense—was determined mainly by 
the play of self-regulating forces. There was no central, deliberate, ot 
conscious monetary policy. 

Under the favorable investment outlets of the two decades preceding 
the World War, there was a tendency for the automatic money economy 
to utilize to the limit its monetary resources. Some flexibility there was in 
the power of commercial banks to create deposit currency. But with the 
automatic tendency to extend credit as far as the reserve ratios would per- 
mit, this flexibility was in large measure a function of the ebb and flow of 
lawful money into and out of the vaults of the banks, to and from hand to 
hand circulation. Some flexibility there was also in the inflow and outflow 
of gold to and from the outside world. More important still was the tise 
and fall in the intensity of utilization of the available quantity of money— 
the velocity of circulation. Within the limits of elasticity thus afforded, the 
factors tending to create cyclical expansion and contraction were free to 
operate. 

Equally on the international plane, automatic forces prevailed. Redeem: 
ability of money in gold insured, within narrow limits, stability in the for 
eign exchange rates. Persistent gold movements flowing over a prolonged 
period in one direction indicated a maladjustment in the international price 
structure whether in terms of factoral efficiency-earnings, commodity prices, 
security prices, or interest rates. In so far as the reserve ratios in the various 
countries were fully used up, gold movements exercised a controlling in- 


fluence upon international price relationships. The drain of gold from ont Stanc 
country forced credit contraction and price deflation, and the inflow of which | 
gold into another country tended to create credit expansion and a rise 0 HMMM alized | 


prices. Gold flows regulated the international price system. 
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The price adjustments, incident to gold movements, tended to drive 
e international cost structure into an equilibrium position. Here also the 
ytomatic functioning of the system was evident. In the separate national 
onomies, costs were relatively flexible and followed price movements. 
hus a high cost country could not for long continue to remain so. The 
amings of the factors in each country were brought into line with their 
dative marginal efficiencies. Forces were continually at work tending 
pward international equilibrium. 

The successful functioning of the pre-War automatic gold standard was 

reatly facilitated by the circumstance that it operated in a rapidly expanding 
onomy and under the favorable condition of an upward trend in prices. 
{aladjustments can more easily be corrected in a society which is rapidly 
caching out into new areas, developing new resources, creating new in- 
ustries, and supplying the growing needs of an increasing population. 
{aladjustments can also be corrected more easily in a society enjoying high 
nvestment activity and moderately rising prices. 
This era ended with the World War. In the post-War period a new gold 
tandard was erected, but under conditions widely divergent from these 
revailing in the pre-War period. These conditions were in part abnormal, 
eing incidental to the War upheaval. In large part, however, they were 
he result of deep-seated structural changes in economic institutions, changes 
hich are not likely to pass when the disturbances thrown up by the War 
ave spent their force. I shall examine these structural changes presently, 
for it is my conviction that they must be taken serious account of in any 
consideration of the future position of gold in the world’s currencies. 

At the present moment there are two sharply opposing views with re- 
spect to the kind of monetary system that ought to be established in the 
world today. There are first those who wish to re-establish an international 
gold standard, modified in certain respects, but still substantially similar to 
the old gold standard. Those who take this position plainly believe that the 
gold standard was crushed under the impact of abnormal post-War forces 
which we need not anticipate in the future. They believe that the structural 
changes which have grown up in the post-War period are of little signifi- 
cance and, at all events, do not threaten the workability of a fixed and 
gid gold standard. This is the conservative view. The second view is that 
put forward by the monetary nationalists. This group believes that the 
international gold standard is dead, that there must be instituted in its place 
asystem of managed national currencies with quite free and flexible foreign 
exchange rates. It is my conviction that neither of these views takes suff- 
cent cognizance of current realities. 

Standing in between these two positions is the trend of current practice 
which looks in the direction of international collaboration. When ration- 
ilized, this development represents the view that it is necessary, in order to 
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make a private enterprise economy workable in the modern world, delibe, 
ately to establish a managed international monetary system—a system whic 
is neither automatic in the sense that fixed exchange ratios are set 
once and for all and thereafter left to the play of divergent, separatist, an 
nationalistic pressures, nor yet automatic in the sense that exchange nats 
are completely flexible, seeking from moment to moment their so-called 
natural level. 
The special disrupting forces which played so disastrous a réle in tk 
collapse of the post-War gold standard can quickly be disposed of. The 
international war debts, the reparations, the foreign loans and investment: 
the wrongly chosen gold parities—these post-War artificialities have bea 
more or less liquidated. In appraising the set-up of an international monetay 
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system for the future, however, it is incumbent upon us to consider witha 9 the fo 
care those structural changes which, so far as we can see into the future fmm tional ec 
are here to stay, and which we must take account of as more or less fixe thet _w 
and permanent factors in the current world situation. A part of these newly these fx 
developed tendencies operate to produce divergent trends in the variowjmm ‘tation 
national economies and thereby threaten the workability of an internation such trat 
monetary system. A part operate to produce short-run disturbances, tem-fmm Yetgent | 

to intern 


porary upheavals which are violently upsetting to economic stability no les 
in a world operating on a flexible exchange basis than in one operating 
on fixed exchange rates 

First to be considered are the institutional arrangements which under 
modern conditions may cause divergent cost trends in different national 
economies, thereby creating a lack of balance in the international cost struc 
ture. Most important of all, perhaps, is the unequal development in differ- 
ent countries of trade unionism and social legislation affecting labor costs 
Broadly speaking, prior to the War we could assume that the wage tates 
in each country would quic'ly become adjusted to productivity im con- 
formity with the principle of comparative advantage. Even in England, prior 
to the advent of unemployment insurance, wages were reasonably flexible, 
rising and falling with the volume of unemployment, and, in the export 
trades, with international price adjustments. Now, however, in a numbet 
of important countries wage rates have become highly inflexible, and no 
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longer subject to a downward adjustment. The depression has taught us Cons 
that in certain countries in virtually all industries, and in other countries i "ust n 
in certain sections of the economy, deflation of wage rates is not possible populat 
without seriously threatening the social order. In considerable areas 0! and the 
the world economy we can no longer count upon the attainment of any Mj Ountri 
swift equilibrium in the international structure of costs. England, with stability 
her powerful trade unions and social legislation, cannot adjust her labot of pret 
costs to those countries where wage rates are established under substantially Hj 
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free competitive conditions. A powerful upward thrust, a determined, ag 
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gressive movement for higher wages, may make England a high cost coun- 
try and undermine her international position. No less important from the 
standpoint of cost rigidity is the growing development of price maintenance, 
cartellization, and monopolistic elements in our industrial structure. 

In conjunction with the development of cost and wage rigidity, it is 
evident that divergent trends in technological progress in different national 
economies become highly important from the standpoint of international 
ability. If one important country makes more rapid technological progress 
than is made in competing countries, the international cost structure may be 
thrown out of balance. 

To these factors must be added another, of growing significance in the 
post-War world. The fixed burdens which modern industry must bear 
in the form of taxes and interest charges weigh unequally in different na- 
tional economies, and, over a considerable period of time, may result in 
rather wide divergences in costs. In a flexible economy the incidence of 
these fixed charges would fall somewhere on factoral earnings and the in- 
ternational cost equilibrium would not be disturbed. But in a rigid economy, 
such transfer becomes difficult if not impossible, and, in consequence, di- 
vergent trends in taxation and public debt burdens may become disturbing 
to international equilibrium. 

So much for divergent cost trends. I turn now to the consideration of sep- 
aratist, nationalistic monetary and fiscal policies. Formerly, such divergent 
policies were quickly corrected by the automatic gold flows and the ensuing 
credit and price adjustments incident to these flows. The development of 
central banking in almost all modern countries interposes, however, a high 
degree of insulation and prevents the application of salutary checks on 
nationalistic action. Central banking has destroyed the former close rela- 
tionship between gold reserves and credit. This makes it possible for a 
country to pursue a monetary policy utterly inconsistent with the main- 
tenance of international stability. Fiscal policy, including tariff measures 
and the management of the budget, may, in conjunction with separatist 
central bank action, permit a country to drift far out of line with the world 
economy, eventually developing a serious cumulation of strains in the 
international structure. 

Consider also the extraordinary structural adjustment which agriculture 
must make over the next few decades in view of the rapid decline in 
population growth, the continued improvement in agricultural technique, 
ind the persistence of agricultural protectionism in the older industrial 
countries. This major structural change presents a threat to international 
stability. The terms of trade are likely to run persistently to the disadvantage 
of preponderantly agricultural countries since their export prices are likely 
‘0 prove unfavorable in relation to their import prices. 

The rapid spread of modern industrialization, particularly the develop- 
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ment of certain standardized, mechanized industries in backward countris 
just emerging from a handicraft society, presents a comparatively New prob 
lem. A new phrase, ‘‘social dumping,” has been coined to describe this 
disequilibrating factor. The orthodox economist, arguing on classical ling 
in terms of perfect price flexibility, may insist that there is no such problen 
But the plain fact is that social dumping is a very real thing in the modem 
world. Japan, with her deadly combination of low wages and hi 
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mechanized and efficient textile industry, can undersell the older industri <= 
nations. This is not a case of gradual industrialization of a whole nation s mee 
economy and the consequent lifting of wage rates in accordance witha gen- ar 
erally rising productivity. One notes here a sudden leap—the almos atl 
instantaneous importation of a highly standardized and mechanized indus. ‘n which 
try into a low-wage country. It is this which the phrase social dumping de regardle 
scribes. It is now, and is likely to prove in the next few decades, disturbing “es aot 
to international stability. ial woe 
I turn now to forces of a short-run character which in the current world could it 
are seriously disrupting and which were scarcely present at all in the pre eats Wi 
War world. The security market has come to play a réle in the modem Lalani 
economy which enormously overshadows the modest one played in the od wren 
pre-War period. An ever increasing proportion of total investments find Hi 4... dec: 
their way into the security market. Long-term investments thereby enjoy Anal 
an unprecedented measure of liquidity and marketability. Thus, while inter- actions 
national capital loans were usually, in the pre-War period, placed more ot ein die 
less permanently in the borrowing country, under current conditions inter- parativ 
national capital movements are highly sensitive to all manner of temporary tively s 
factors which may cause sudden wholesale liquidation of foreign holdings. te ian 
Easy marketability and high liquidity has made this possible. Foreign in- bility i 
vestments are no longer fixed and permanent. They are highly volatile aire 


and shift from center to center in accordance with the play of speculative 
forces and shifts in short-run expectations of profit. Moreover, while in 
the pre-War period short-term foreign balances were largely limited in 
volume to the demands of traders who kept funds in this or that centet 
according to the requirements of commerce, in the current world short-term 
capital funds shift about hither and yon, driven by fears and rumors about 
the industrial and political outlook of this or that country. Liquidity pref- 
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erence, the desire for security in a world subject to extraordinary risks, 4 shi a 
world which facilitates the contagion of fear by highly developed systems last si 
of communication—in such a world short-term capital movements, instead eel 
of serving as an equalizing factor steadying seasonal swings, become 4 learne 
seriously disrupting factor. . destro 

These conditions are deeply rooted in the modern world economy. We bility. 
have and we shall continue to have institutional arrangements making fot one os 
wage rigidity; no democratic country can root out trade unions or tum Ye 
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its back on social legislation. We have and we shall continue to have our cen- 
tral banking systems. We have and we shall continue to have powerful 
centrifugal forces tending to break up the international system. Nationalistic 
management of money, tariffs, public expenditures, taxation, public debt, 
and wage rates make an international system unworkable so long as these 
licies diverge into as many directions as there are nations. 

Confronted with this situation, a return to the automatic gold standard is, 
to say the least, precarious. It will not do for nations simply to reach an 
agreement on gold parities and then retire, each to its separate national 
domain, leaving the international monetary system to run its course. The 
automatic gold standard may be likened to a loose federation of nations 
in which each country agrees unconditionally to remain pacifist at all costs, 
regatdless of acts of monetary aggression perpetrated by other countries. 
But monetary pacifism is perhaps almost as unrealistic in the current finan- 
cial world as sentimental pacifism is in the current political world. If we 
could indeed be reasonably sure of favorable economic conditions in the 
years which lie before us, the risk might perhaps be taken. If we stand at the 
beginning of a period of moderately rising world prices, a rigid gold stand- 
atd would probably have a better chance of survival than was the case in 
the decade of the twenties. 

An alternative course lies along the path we are currently pursuing—inter- 
national collaboration through exchange stabilization funds. So far as short- 
run disturbing influences are concerned, the function of the funds is a com- 
paratively easy one. Armed with abundant gold resources it will be a rela- 
tively simple matter to crush speculative raids on the exchange market and 
to iron out seasonal and short-run fluctuations. But long-term exchange sta- 
bility is not possible without securing international equilibrium. The real 
task confronting the exchange funds is therefore very far-reaching. Inter- 
national collaboration through these funds must set itself the task of pre- 
venting to the utmost the development of permanent long-run intcrnational 
disequilibrating tendencies. We have reached a point of international 
interdependence at which enlightened nations must realize that their own 
internal security is bound up with international stability. An important in- 
dustrial nation may, with its tariff policy, build up an increasing disequilib- 
tum which will finally wreck the international structure. No less is this 
true of monetary and finance policies. On more than one occasion during the 
last sixteen years the United States has been, so to speak, a bull in the in- 
ternational china closet. Nor have we been the only sinners. We have 
learned, or at least should have learned by now, that domestic policies which 
destroy the international balance react as a boomerang upon internal sta- 
bility. The long-run interests, therefore, of the separate national economies 
are surely to be found in the maintenance of international equilibrium. 

Yet, whatever may be done toward moderating and restraining divergent 
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nationalistic policies, it is too much to expect that divergent cost trends 
be wholly prevented. With the unequal pressure of trade unions on w 
rates in different countries, with unequal rates of technological progres 
with divergent monetary and fiscal policies arising from special condition 
in the separate national economies, one would be excessively optimisi 
if one failed to recognize that divergent tendencies, despite sincere inte. 
national collaboration, are likely to develop. Should the world be fortuna: 
enough to experience a moderate upward trend in prices in the next ty 
decades, this circumstance would indeed tend to ease the necessary adjug- 
ments. It is not so difficult for an economy to adjust its cost-price structur 
to another economy if such adjustment merely requires a somewhat slows 
expansionary movement. It is outright deflation, and the unemploymet 
which is so disastrous to the modern economic structure ensues ther 
from. In a general upward movement, the lag of one national economy be 
hind another, sufficient to correct cost divergencies, is no serious matter. 
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It should be the function of international collaboration between th Just 
stabilization funds to maintain exchange stability for a considerable period the gol 
beyond the point at which it became reasonably evident that long-term dis on, so t 
equilibrium was developing. If a country’s stabilization fund were losing is pressut 
gold supply to a point which threatened encroachment upon the gold te HM so to s 
serves designed for internal monetary use; if a country experienced the MIB The fu 
continued pressure of deflation incident to abnormally large imports or too JB from i 
severe import price competition; if a country experienced a slow but pro HM But th 
gressive outward movement of capital indicating a flight from a high cot HM If the | 
and low profit country to a lower cost and higher profit country—if thes HM to a re 
tendencies were present, they would indicate a deep-seated condition of The 
disequilibrium. To preserve stability for a considerable period despite the HB for th 
development of such strains is a major function of gold in the new inte HB of exc 
national monetary system. The exchange stabilization funds must be teady is clea 
to use their gold stocks courageously, not merely as a cushion to stabilize HM nately. 
short-run exchange fluctuations, but also to preserve exchange stability a the se 
long as practicable despite more deep-seated disequilibrium conditions. Fot serves 
in the meantime it is always to be hoped that sufficient adjustments might chang 
be made between the various national economies to rectify the lack of bal and a 


ance and to create a new equilibrium. If, however, it finally appears that the 
necessary readjustments cannot be reached except at the risk of costly sa 
rifices of deflation and unemployment, then by international collaboration 
and agreement the international value of the currency under pressure should 
be altered. It should, however, be possible to achieve over prolonged periods 
substantial stability of exchange rates leaving in the system sufficient flex 
ibility to provide, in the event of utmost necessity, a moving equilibrium— 
one that takes account of fundamental disparate trends in the nation 
economies too deep-seated to be removed by internal adjustments. 
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The overshadowing difficulty which such a system must face is, I think, 
the impact upon the monetary structure of the demands of labor and of 
monopolistic price policies. Can democratic institutions exercise the needed 
restraint to make the price system workable? Will the labor movement and 
the political instruments of social control be able to develop sufficient self 
discipline to prevent periodic breakdowns in the money economy? Labor 
will not brook a fixed gold standard that requires from time to time de- 
w) fationary readjustments. But what is the alternative? If the door is opened 
st HBP to devaluation, to currency readjustment, every time labor presses its claims, 
te will not a vicious spiral be set up which must end in the chaos of infla- 
tM tion? The fact is that controlled monetary flexibility no less than monetary 
tt HE rigidity presents grave dangers and pitfalls. Yet it is probably in this direc- 
¢ HF tion that we shall be compelled to seek our salvation. If we cannot learn 
¢ HP through compromise and self-restraint to solve this problem, democratic in- 

stitutions will in the end be forced to give way. 
he Just as the development of central banks introduces a cushion between 
XMM the gold reserves and the superstructure of money and credit erected there- 
HM on, so the development of exchange stabilization funds serves to cushion the 
is HBS pressure on exchange rates. The monetary gold stock of each country is, 
¢ B® so to speak, divided into two compartments, one internal, one external. 
it MP The function of the external gold stock is to shelter the internal economy 

from international forces which drive toward either inflation or deflation. 
+ HM But the external gold stock can only serve as a first line of defense. 
<M If the disrupting forces cannot be conquered, resort must eventually be had 
¢ Be to a readjustment of the exchange ratios. 


f The allocation of the world’s monetary gold into two separate funds—one 
¢ Mi for the use of central banks for internal monetary reserves, one for the use 
‘ of exchange stabilization funds for the maintenance of exchange stability— 


) [is clearly possible only under conditions of a plentiful gold supply. Fortu- 
re nately, this is just the situation in which we find ourselves today. Indeed, 
: the segregation of a large fund of gold into exchange stabilization funds 
M serves the dual purpose of providing a means for the maintenance of ex- 
M change stability without encroachment upon the internal monetary reserves, 
} and at the same time of sterilizing, so far as internal monetary use is con- 
‘ @® cerned, a portion of the superabundant gold supply created partly by the 
; vast new production of gold, partly by the disgorging of private hoards, but 
mainly by the revaluation of gold. Without such sterilization of the current 
monetary gold stocks, we stand in danger of an extreme inflation of prices in 
the next decade. It is indeed true that the mere existence of a monetary 
basis for expansion does not of necessity produce an expansion. Should, 
however, favorable investment outlets develop, stimulated by continued 
technological progress, a marked rise in commodity prices appears to be 
probable unless action is taken to counteract this tendency. From the stand- 
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point, therefore, of internal stability no less than external stability, it jg 
important that the gold in the current exchange stabilization funds shalj 
not be released for internal use. 

The new use of gold, called forth by the emergence of stabilization 
amounts to an increase in the monetary demand for gold. But there te. 
mains, nevertheless, a net surplus. The value of gold may therefore be ex. 
pected to fall unless further determined steps are taken to control it. 

A whole arsenal of weapons are available to accomplish this end. The 
money market may be tightened by numerous devices including the sale of 
central bank assets in the open market, raising the discount rate, raising the 
reserve requirements, and lowering the price of gold. 

Tightening the money market is the old standard device of mon 
management. It has, however, we know now, serious defects. The defi- 
tionary pressure falls with quite unequal force upon different parts of the 
economy. Those which should be hit the hardest—the speculative 
branches—are the least affected. The general run of staple industries— 
those which do not enjoy spectacular profits—quickly feel the pressure. It is 
scarcely possible to check an inflationary boom by tightening the money mar- 
ket without creating unnecessary unemployment. 

Raising the margin requirements for borrowers who use listed securities 
as collateral ought, I suspect, to be used to the limit before resorting to 
a general tightening of the money market. This device hits just at the point 
where the hardest blows need to be struck. To check an inflationary boom 
it is especially urgent that capital expansion shall not be subsidized by 
flotation rates which are made artificially low by speculative activity. Real 
estate loans need also to be brought under more rigorous control. 

But there are other devices. Theoretically an appropriate wage policy 
could be very effective were it not that in a democratic country there appears 
to be no satisfactory manner in which such a policy could be implemented. 
An authoritarian state could doubtless manipulate a wage policy to good 
advantage were it not that such a state has at its disposal more direct means 
of controlling economic processes. 

There remains for democratic countries, however, one powerful weap- 
on—that of taxation. Unlike the device of tightening the money market, 
this weapon does not cut at the roots of productive activity; rather it cuts at 
the roots of monetary inflation. What is wanted is to prevent the depreciation 
of the value of money by reason of a runaway demand. This the taxation 
device can do if properly managed. It will not do, however, merely to use 
the funds for debt retirement, for this might only feed to excess the 
capital market. Debt retirement should be made during the upswing of 
the cycle, but not at the final stage when the boom is entering the inflation- 
arty phase. At this point in the cycle the excess receipts should be held by 
the Treasury as idle balances at the commercial banks. If subsequently it 
became necessary to impose the cruder monetary check of tighter money 
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rates, these funds could be transferred from the member banks to the 
Federal Reserve banks, thereby reducing the member bank reserves. The 
policy of holding tax receipts idle at commercial banks would have the 
further advantage that an impending depression could be counteracted by 
expendiag the sums so held on public works without resorting to borrowing 
either from the public or from the banks. 

It cannot be doubted that governments can, if they will, take steps which 
will insure the reasonable maintenance of the value of the monetary unit. 
The current chant which one hears from so many business forecasters that 
inflation is absolutely inevitable is utter nonsense. Inflation is inevitable only 
if we make it inevitable and nothing has occurred thus far to make it so." 

Every country can prevent both inflation and deflation by unilateral 
action 1f it will, but at much greater cost than would be the case were such 
action taken through international collaboration. 

Keeping the monetary unit from abrupt depreciation or appreciation, 
from inflation or deflation, is of course the same thing as regulating the 
value of gold so long as there is an established legal price for gold. The 
United States is now the only large country that maintains provisionally a 
fixed price of gold, though France maintains a price within rather wide 
limits. So long as the United States maintains a legal price of gold no 
other country could change its legal or market price of gold without chang- 
ing the dollar value of its currency. If we may assume that the dollar- 
sterling rate will be held fairly near the old parity, it may then be taken 
for granted that the American price of gold will tend to become a norm for 
the world price of gold. This price, however, has no special significance 
other than that it establishes the number of monetary units which a given 
physical quantity of gold is taken to represent. The price of gold is one 
of the determinants of the monetary gold supply. In this manner the price 
of gold tends to have a long-run influence on the value of gold unless con- 
scious Management intervenes to determine its value. 

The program of international collaboration through exchange funds 
stands between the proposal on the one side to re-establish rigid and 
definitive exchange ratios and the proposal on the other side to go over com- 
pletely to nationally managed paper currencies and freely flexible exchange 
rates. The latter plan calls for brief comment. It is said by those who favor 
it that only through the development of free exchange rates can internal 
stability be achieved. It is said that the gold standard with fixed exchange 
parities, far from facilitating world commerce, has in fact resulted in the 
setting up of outrageous obstacles to international trade in the form of 
quotas and exchange control. It is indeed true that once serious interna- 
tional disequilibrium is present, the gold parity can be maintained, in cer- 
tain circumstances, only at the price of imposing these quantitative restric- 


_'The gravest danger at the moment arises from the speculation in materials required 
tor rearmament. 
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tions on the flow of trade and capital movements. These restrictions are MECHé 
introduced, however, as protective devices against the prevailing 
chaos. We have seen how they have been imposed in this depression after 
the international gold standard had broken down. They are the cons. 


quences, not of the operation of the gold standard as sometimes alleged If we 
but of its collapse. that the 

Under a system of freely fluctuating exchange rates, however, not only trolled. ¢ 
is external stability thrown to the winds, but repercussions are likely to tuations 
develop which destroy the sought-for internal stability. For under such a of an afl 
system the international value of a currency is at the mercy of the erratic moveme 
internal policies of every other country. This one fact alone is enough to con- Even 
demn it. Moreover, uncontrolled exchange rates, determined wholly by the tral ban’ 
play of market forces, are likely to become the prey from time to time of to keep 
intense speculative activity. Fluctuations in the international value of a cur. As a 
rency are not consonant with internal stability. The internal prices of raw sense al 
materials and basic commodities, widely traded in the international market, exchang 
are directly affected by changes in the foreign exchange value of a country’s variatio 
monetary unit. No internal monetary management, no matter how succes:- to chan 
fully applied, can prevent violent swings in the price movement of these is the s 
commodities so long as the foreign exchange value of the currency is fluc The 
tuating. And fluctuations in the prices of these commodities may materially consist 
upset the balance in the internal price structure. The world has become Theret 
too interdependent to achieve internal stability without securing first of all right ¢ 
a workable external stability. metho 


Let it furthermore be noted that while a country on a free exchange basis forthe 
can temper the fluctuations in the foreign exchange value of its currency it by f 
so long as the rest of the world is largely on a gold standard, no effective The 
method of control is available except that of international collaboration pee 
once a fixed gold standard has been generally abandoned. ties. | 

Finally, let me suggest that it would be very useful to combine with mon- reach 
etary theory more study of the social institutions which are evolving in mod- betwe 
ern democratic societies. For the money mechanism is called upon to drive The j 
the economic car upon the kind of a highway that modern democracies are mem 
constructing and indeed without which they could not continue to survive. the f 
The degree of success attained by future monetary management will, in free 
large part, determine the extent to which the system of private enterprise =e 
can continue to operate under a price economy as distinguished from that of Le 
authoritarian states. It is for democratic countries that the institution of that 
money is of overshadowing importance. Totalitarian states have more sig- in 
nificant instruments of control. For them, money can quite readily be te- wait 
duced to a mere unit of account. But for democratic countries money is — 
an essential institution. Only through its functioning can individual choice rege 
in economic decisions be preserved. leve 


MECHANISMS AND OBJECTIVES OF EXCHANGE CONTROL 


By BERTIL OHLIN 
University of Stockholm 


If we use the word exchange control in a wide sense, it is self-evident 
that the exchange rates must be in some way and to some extent con- 
trolled. Otherwise no international monetary system could exist. The fluc- 
tuations of the relative values of the different currencies would be largely 
of an arbitrary character and would lead to disturbances in trade, in capital 
movements, and in economic life in general. 

Even the pre-War gold standard meant a conscious regulation by cen- 
tral banks. They relied to a great extent on credit policy in their attempts 
to keep the foreign exchange rates within the gold points. 

As a rule, however, the term “exchange control” is used in a narrower 
sense and does not include attempts to influence demand and supply of 
exchange indirectly by means of discount policy, other forms of interest 
variations, or economic policy in general. The term means simply measures 
to change directly demand or supply on the foreign exchange market. This 
is the sense in which the term will be used below. 

There are, then, two different ways of regulating the exchange rates. One 
consists of sales or purchases of exchange by the monetary authorities. 
Thereby the exchange rates are affected in the desired direction, while the 
right of private dealers to buy and to sell is left unrestricted. The other 
method is to destroy the freedom of the market—to take control over the 
forthcoming supply of foreign exchange and distribute the right to buy 
it by means of some kind of rationing. 

The former system is used when gold or exchange in central banks re- 
serves or exchange equalization funds are varied by the monetary authori- 
ties. We can call this the British type of control. The second system has 
reached its most complete form in Germany in recent years. The difference 
between them is, of course, considerable but should not be exaggerated. 
The principal aim in both cases is to influence the external value of the do- 
mestic currency. The choice between the two systems depends chiefly on 
the fact whether the supply of foreign exchange is sufficient or not to make 
free dealings compatible with the attainment of the goal which has been 
set up. 

Let me begin by discussing briefly the first form of exchange control; 
that is, the moderate type. When the British Exchange Equilization Fund 
was set up, the Chancellor of the Exchequer declared its aim to be to 
smooth out temporary fluctuations in the value of the pound sterling. The 
average external value of the currency over a longer period should not be 
regulated. On the contrary, the pound should be allowed to find its own 
level. It is doubtful if one can say that the Treasury has followed this rule. 
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For if the common impression is not entirely false, the quantity of gold It would 
and foreign exchange which the Fund managers have piled up is y rather 1 
considerable and has on the whole been growing. This must mean that. through 
in the absence of such regulation—the value of the British currency, eg, tion. 

the average for the year 1936 in terms of other currencies, would haye Mont 
been considerably above its actual value. As to the smoothing out of the the spol 


temporary flunctuations, it is obvious that the monetary authorities have By prev 
not attempted to suppress them altogether. An outflux of capital has reduced they ha 
the value of the pound before the Fund has stepped in and prevented further in the V 


depreciation. The secrecy with which its dealings have been surrounded and specula 
the absence of any declared principles of action has made it extremely tions h 
difficult for speculators in exchange to interfere. desired 

The control over the external value of the Swedish currency, exercised Am 
by the Bank of Sweden, has been somewhat different and directed towards control 
the maintenance of a fixed rate on pound sterling. Large quantities of can be 
gold and foreign exchange have been bought. The same is true of the — 
control of the Finnish currency. There can be no doubt that the values of ing ty] 
these currencies have in that way been kept much below what they would me 
have been without the control. Thus an otherwise inevitable reduction of differs 
commodity prices has been avoided. It should be observed that in such stand: 
cases of strong international liquidity exchange control has been used to orn 
keep down the value of the currency, whereas the aim of a control of the ster 
rationing type has been to keep up its value. regul 


It seems to matter only little whether the control is exercised by the ms 


central banks or by the treasury authorities. Perhaps desire to keep the 
transactions secret was the original cause of the creation of exchange 
equalization funds under the direction of treasury officials. According to 
old traditions the central bank reports had to contain information on several 
points which would permit speculators to form some ideas about recent 
transactions. Later the desire of the governments to have a more direct 
influence on monetary policy seems also to have been a factor in favor of 
the fund system. 

The secrecy of the dealings has been considered important also because 
it makes comments in the press of other countries more difficult. To buy 
or sell foreign exchange means to influence the value of foreign currencies 
in terms of one’s own. Such action is apt to be made the subject of 
unfavorable foreign comment when it becomes known. 

The working of the British fund was a comparatively simple matter as 
long as both the dollar and the franc were tied to gold and therefore only 
fluctuated a little in relation to one another. It has become much more 
complicated since the depreciation of the franc last September. The interplay 
of action at the same time by the American, French, and British funds 
might yield different results from those aimed at by each one of them. 
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it would seem that this situation will force the managers of the funds to a 
rather intimate collaboration. The first step to it has already been taken 
through the Tri-partite Agreement in connection with the French deprecia- 
tion. 

Monetary authorities have on many occasions intervened not only on 
the spot market but also with purchases or sales on the forward market. 
By preventing very large discrepancies between spot and forward quotations 
they have perhaps been able to prevent the spread of a lack of confidence 
in the value of some threatened currency. They have also been able to make 
speculators “burn their fingers.” But it is doubtful whether these interven- 
tions have added materially to the power of the authorities to obtain the 
desired results. 

A much more potent weapon—although not perhaps a part of exchange 
control proper—has been the regulation of foreign issues. This measure 
can be regarded as the first step towards the complete regulation of inter- 
national capital movements, which is one of the corner stones in the ration- 
ing type of exchange control. 

One may raise the question whether a control of the moderate type 
differs essentially from the policy pursued by central banks during a gold 
standard or gold exchange standard régime. The similarities are obvious, 
especially in the case of the policy pursued by the minor members of the 
sterling bloc. On the other hand it goes without saying that the task of 
regulating is a different one when wide and non-predetermined margins 
are to be allowed for the exchange fluctuations, as in the British case. 


The principal aim in the rationing type of control has also been to prevent 
certain undesirable fluctuations in the external value of the currency. But 
contrary to the cases dealt with above the objective is always to keep the 
value higher than it would otherwise have been. It is for this reason that 
a rationing system is used. 

In Germany and some other countries the direct goal has been the de- 
fense of the old par value of the currency. In Denmark, on the other hand, 
exchange control was started only after depreciation, and the aim of the 
control has been to prevent a further depreciation and to keep the Danish 
currency in a certain fixed relation to the pound sterling. A third sort 
of rationing control has been used in several South American countries, 
where the objective seems to have been to modify the fall in the exchange 
tate and to procure for the government a supply of exchange for the foreign 
debt service at lower prices than would otherwise have been possible. 
The principal reason for the desire to maintain a certain currency stability, 
é.g.,on a level which under more normal conditions than a world depression 
corresponds fairly well with the relative height of costs of production at 
home and abroad, has of course been that thereby stable economic conditions 
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in general could be maintained. It is not certain that if the exchange marke 
had been left to itself a stable position with regard to the external value of 
the currency would have been reached. Consider, for example, the case of ation of | 
Iceland. The quotas on fish in Spain and Italy—the dominating markets for to lead it 
Icelandic fish—meant a disastrous reduction in the total export value. Had improve | 
importation of foreign goods been left as free as before—in the absence of of view, | 
exchange regulation—the external value of the Icelandic currency would 
have fallen very low, for the demand for a great many articles is inelastic 
and Iceland's ability to produce them herself is very limited. This deprecia- 
tion of the currency would have raised prices of imported goods and unless 
wages had been kept down by political measures, a rapid rise in the HM itself or: 
general price level would have been started. Thereby, the external value of HJ to a fre 
the currency would have been still further depressed. Hence, it is quite [i the cont 


conceivable that exchange control in this case has been the only possible Final 
method of preventing a rapid rise in prices and foreign exchange rates, to contt 


Even in cases less drastic than that of Iceland exchange control may have J wants t 
contributed to general economic stability. The other main argument in § jf it w 
favor of such control is much weaker. German authorities have stressed the # control 


desirability of avoiding the increase in the external debt burden, which As ¢ 
would be the result of a depreciation of the mark. This argument leaves J countri 
out of account the fact that the depreciation of the pound and the dollar, curren 
in which currencies most of the German foreign debt was contracted, It is of 


permitted a 40 per cent depreciation of the German mark without any well. ( 
increase in the debt above the original figure in marks. But irrespective [i supply 
of this one must question the validity of such reasoning. The interest First « 
payments are made by means of an export surplus of commodities which balanc 
are sold abroad to people who reckon their prices in foreign currencies. 
Germany cannot sell a given quantity of her goods at a higher price when 
the mark is kept at its old par than she could have done had the mark 
followed the dollar with a 40 per cent depreciation. Thus, the real burden 
of debt payments for the German nation has not been reduced by the 
defense of the old par. It is another matter that the internal taxation 
problem for the treasury might have been made somewhat more difficult 
during the first year or two after the depreciation. For the national income 
in marks would not have risen in proportion to the depreciation, whereas 
the amount of marks necessary for the debt service would have done so. 

Let us turn now to some other objectives of the rationing of foreign 
exchange. The original one was a desire to influence the external value 
of the currency. However, when the control had been working some time, 
it was everywhere found to open possibilities for a regulation and regimen- 
tation of commodity trade. Importation could be changed from one country 
to another and special advantages obtained from the favored party, in 4 
way which tariff policy, hampered by the most favored nation clause, could 
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not do. Denmark, for example, has substantially increased its purchases in 
Great Britain in order to avoid too severe restrictions on the British impor- 
ation of Danish foodstuffs. Germany has been using the exchange control 


for to lead its foreign trade into certain channels which were considered to 
dad improve her raw material supply and to be advantageous from other points 
‘of MB of view, e.g., rearmament needs. 

uld It is well known that a system of the German type, which means a 


control of trade similar to that exercised by an import and export monopoly, 
makes the larger part of industry subject to a detailed control. Some circles 
in Germany regard this regimentation of production and trade as an end in 
itself or as useful for military purposes and would be opposed to the return 
to a freer system, even if the original arguments for the introduction of 
the control were no longer valid. 

Finally, an important objective of the exchange rationing has been 
to control the capital movements and interest payments. If a debtor country 
wants to pay interest only on loans obtained from certain countries and 
if it wants to use interest payments for bargaining purposes, exchange 
control of this type is, of course, a valuable instrument. 

As a matter of fact exchange rationing has only been introduced by 
countries whose supply of foreign exchange was so scanty that the desired 
currency stability could not have been maintained through other methods. 
It is only later that the rationing has been used to serve other purposes as 
well. One may ask why certain countries got into this position of insufficient 
supply of foreign exchange. Numerous factors contributed to this condition. 
First of all, the maintenance of a value on the currency, which is out of 
balance with costs of production levels at home and abroad, means that 
export capacity is gradually reduced. The balance of trade changes in a 
passive direction also because of the stimulus to importation which the 
relatively low value of foreign currencies implies. There can be no doubt 
that the weakness, for instance, of the German balance of payments is 
partly attributable to this fact. 

Another reason for an insufficient supply of exchange is a reversal of 
international capital movements from an influx to an outflow. Such a 
reversal can exercise a lasting pressure especially in debtor countries and, 
above all, if substantial debts are on short term. 

A falling off in the foreign demand for the principal export products, 
like Danish butter and bacon, may also be the source of the difficulties. 
Import restrictions have caused such declines in foreign purchases of many 
goods, 

It is important to observe that under all circumstances the balance of 
trade and thus the supply of foreign exchange bears a certain relation to” 
the volume of economic activity which is maintained at home. If a country 
pursues an economic policy which creates relatively full employment and 
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thus a large demand for foreign goods, while conditions abroad are 
depressed and foreign demand for goods from the former country therefore 
small, then a negative effect on the balance of trade is inevitable. This 
may be the principal cause of the insufficient supply of foreign exchange. 
Thus, if such a country does not want to accept a state of smaller employ- 
ment and not a considerable depreciation of its currency, the only remaining 
alternative is a rationing of the exchange supply. 

The methods used for this rationing are naturally of great variety. 
In many cases, importers were, to begin with, granted a certain percentage 
of the foreign exchange which they had used during the preceding years. 
Only importation of raw materials and certain other goods were left free, 
Gradually, however, the rationing system has become more and more 
complicated. Import licenses are granted for each kind of goods and from 
each foreign country in the quantities which are considered to be the best 
for the regulating country, from one point of view or another. Thus, new 
domestic production is fostered by means of a much stronger protection than 
the ordinary tariff. 

Some countries ask certain importers to pay higher prices for the foreign 
exchange than the rest, who pay the official par rate only. Or, all private 
importers are asked to pay a higher price, whereas the government gets its 
foreign exchange at par. As some exporters obtain a higher price, while 
others do not, the net effect of such a system is practically the same as if 
the currency had been depreciated and a tax imposed on certain exports. 

It would carry us too far to attempt a description of the methods used, for 
example in Germany, to regulate payments on foreign debts, importation 
of securities, etc. 

In most countries the total current supply of foreign exchange is under 
control. Not only exporters but shipping companies and banks as well 
as capitalists, who obtain dividends and interests or other proceeds in 
terms of foreign currency, are asked to hand it over to the control agency. 
In some cases a kind of export premium in the form of higher prices 
for the exchange is paid to exporters who sell to certain countries. In Ger- 
many the height of the export premium depends both on the character of 
the goods and on the fact that the transaction means an “‘additional export.” 
The Rumanian exporter, for example, gets a part of the exchange at his 
free disposal, which amounts to the same as getting a higher price. 

Countries with a very scanty supply of foreign exchange do not content 
themselves with the current supply of new exchange. Like Italy they require 
that their citizens hand over all their foreign securities which in time of need 
can be sold abroad and thus be used to supplement the regular supply of 
exchange. 

The procedure of regulation has to be changed when foreign countries 
through a greater or smaller amount of pressure force the regulating 
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country to agree to exchange clearing or similar payment agreements. 
Foreign countries which have a passive balance of payments with the regu- 
lating country are naturally dissatisfied if they do not get payments for 
all their exports and interest on their investments. The clearing agreement, 
according to which payments to be made by their citizens to the regulating 
country are paid into a special account, usually in their own central bank, 
provides that of the sum thus available payments shall be made to exporters, 
security owners, etc. In some cases the surplus of imports over exports is 
divided in two parts, of which one is at the free disposal of the debtor 
country, while the other is reserved for interest payments, etc., to the 
creditor country. Such agreements have in recent years had the effect 
of making the debtor countries increase their imports from the creditor 
countries, so as to reduce the surplus going to interest payments. 

The importance of clearing and payment agreements can be judged from 
the fact that in 1936 about 60 per cent of the German foreign trade was 
handled in that way. Of the remaining 40 per cent of German exports one- 
half was paid for by means of special mark accounts (Aski) and only the 
other half provided the German authorities with marks for its free disposal. 
In general it can be said that—especially between countries both of which 
have a rationing control—international trade has come to consist to no small 
extent of large barter transactions, for example, an agreement that Denmark 
will buy some extra coal from Germany and the latter some extra butter 
from Denmark. 

The effect of the regulation in debtor states is that some funds, owned 
by foreigners, are frozen. The transfer of them abroad is forbidden, ex- 
cept on special terms. Especially in Germany a complicated system has 
been set up, which allows the use of these funds for special purposes; 
for instance, a part of the payment for goods from Germany, which would 
not otherwise be bought at all, can be made with such funds. Tourist 
expenditure can also be paid with them. The value of such “sperrmarks’”’ 
abroad is naturally much below the old par. Special quotations exist for 
a number of different “marks.” By changing the rights of using them, 
the German authorities can influence trade and payments. 

The South American system is quite different. Unlike Germany a “black 
bourse’ exists where the currency is sold below official quotations. But here 
also changes in regulations have proved to be instruments of trade policy. 

It is obvious that the effect of policies of this kind is a distortion of 
international trade. In most cases, the volume of trade is reduced, because 
multangular trade is made very difficult. Besides, as already observed, the 
control is used as a device for high protection of domestic industry. 

On the other hand, it has to be admitted that the maintenance of relatively 
stable exchange rates at reasonable levels may be a way of preventing 
extreme disturbances during passing periods of flights of capital and lack of 
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confidence. The domestic price and wage levels can be kept relatively stable 


exchang' 
Another favorable effect has been that creditor countries have gained extent t 
a better understanding of the fact that they cannot expect repayments of centers; 
debts if they refuse to buy products from the debtor countries, in Lone 
of very 
The question may be asked whether the exchange control of recent years in the t 
is something which has got to pass or whether it will continue to play; Anot 
considerable part in the future monetary system. To find an answer to this shocks 
question one ought to consider the fact that the chances of automatic main- value bh 
tenance of stable exchange rates will probably be much smaller than it was The 
before the War. Thus, either exchange rates will have to be more flexible much | 
or control of the foreign exchange market will have to be more active, charact 
To some extent flexible exchange rates and control are substitutes for bank i 
one another. But it is far from certain that a system of relatively flexible In s| 
rates would make it superfluous for the monetary authorities to interfere system 
in the market. For on most occasions it would probably be considered to wh 
undesirable to permit the fluctuations to exceed certain proportions. of the 
The reasons for expecting a less smooth adjustment than in pre-War difficu 
times are chiefly the following. Indebtedness of political origin is greater. In the 
There has been a growth of semispeculative psychology among capitalists, tendet 
who have become aware of risks which they never before considered, sidera 
and thus have become prepared to export capital at the slightest provocation, autho 
e.g., of a political sort. Large floating balances have assembled in certain tions 
financial centers and go from one place to another as the waves of confidence It. 
and diffidence change. The total volume of bonds and other claims mode 
which can move from one country to another is much larger and stock the f 
exchange speculation has become more international. Hence, considerable sprea 
erratic capital movements must be expected. The less dominating position weak 
of London may also make the handling of these movements more difficult. of it 
Other factors are the less direct connection between foreign loans and othe: 
commodity transactions between borrower and lender, and the growth of coun 
trade restrictions which makes international adjustments more difficult. taker 
A tendency in certain countries to hoard gold when confidence is disturbed stod 
may also cause difficulties and reduce liquidity when it is most needed. fact 
The greater effort to control internal booms and depressions and the up t 
consequent smaller willingness to pursue that kind of credit policy which a 
makes for an international adjustment is also noteworthy. Less respect for is I 
the par rates, which before the War were regarded as almost “holy,” works whi 
in the same direction. imf 
All these circumstances make the monetary problem much more difficult on 
and complicated than it used to be. Fortunately, recent years have brought val 
some changes, which promise to mitigate these difficulties. The gold shc 


exchange standard has been liquidated and the total volume of foreign 
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exchange reserves thereby reduced. The present reserves are to a large 
extent to be found in what is for the respective country the “natural” 
centers; for example, the sterling bloc countries keep most of their reserves 
in London and are not likely to transfer them elsewhere in the absence 
of very grave disturbances. Other factors also have brought a reduction 
in the total volume of international short-term indebtedness. 

Another change which increases the ability of the system to withstand 
shocks is the rise in the value and size of monetary gold stocks. The 
value has been almost doubled, which means a greatly improved liquidity. 

The political debts, while not yet entirely settled, look and are in fact 
much less formidable than six years ago. Finally, knowledge about the 
character of the difficulties has been much increased. The international 
bank in Basel can play a very helpful réle in the future. 

In spite of all these favorable factors it seems probable that the monetary 
system will be subject to great pressure in coming years. It is doubtful 
to what extent flexible parities—for instance, a considerable widening 
of the margin within which rates are allowed to vary—will help to avoid 
difficulties resulting therefrom. Flexibility increases uncertainty and risk. 
In the world at large its main influence may be to strengthen the deflationary 
tendencies which always arise during depressions. Besides, even if a con- 
siderable flexibility in exchange rates is accepted, interference by monetary 
authorities on the exchange market will be required to prevent the fluctua- 
tions from exceeding the limits which have been set up. 

It goes without saying that from a world economic point of view the 
moderate form of control is preferable to the rationing system. To make 
the former work well it is desirable that the existing gold reserves become 
spread more evenly; in other words, that the liquidity of all relatively 
weak countries become strengthened. Gold is at present the only source 
of international liquidity. If one country makes itself highly liquid in 
other ways, i.e., by holding large amounts of floating funds in another 
country, it thereby makes the other country less liquid. For all countries 
taken together, short-term debts and credits are equal. Hence, only the gold 
stock is a source of real international liquidity in the world at large. This 
fact has not always been considered by people who have proposed to give 
up the metallic basis of the currency system. 

Of course, gold can fulfill its liquidity function only as long as it 
is readily accepted everywhere at a value in relation to commodities, 
which does not vary much during short periods. Hence, it is of the greatest 
importance that some large countries, at least, should have a legal price 
on gold and permit free gold movements. This would guarantee that the 
value of gold in terms of other currencies also will not vary so much during 
short periods that a stock of gold fails to guarantee liquidity, i.e., ability 
to make payments in foreign currencies. 
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Should it prove desirable to increase the liquidity more than the present 
conditions of gold supply permit, it might be advisable to place some 
gold from each central bank with the international bank in Basel ané 
allow the latter to grant gold credits or to issue gold certificates to by 
used only for international payments in amounts not exceeding, say, three 
times the gold stock. Such an expansion of the total liquidity reserves 
would enable the monetary authorities to intervene more energetically 
on the foreign exchange markets than would otherwise be possible. 

A condition of a successful working of the moderate control system is, 
of course, that the difficulties which have led many countries to adopt the 
rationing system are eliminated. The external currency values must be 
adapted to relative cost levels. Foreign indebtedness must be cut down in 
cases where the ability to pay is obviously exceeded. The interest burden 
should be alleviated by conversion of these to reasonable rates and shott- 
term debts in some cases converted into long-term. It would also be helpful 
if proof could be given by debtor nations of a growing respect for contracts 
and, thus, the road opened for a resumption of international lending ona 
modest scale. The concentration of foreign exchange reserves in natural 
centers and the exclusive handling of these reserves by central banks or 
other public institutions, which would thus get a good view of the condi- 
tions, might also be helpful. Last but not least, knowledge about short-term 
assets and capital movements should be continuously assembled and 
distributed. 

Only if conditions such as these are fulfilled does it seem probable that 
the exchange control, which will be called for in a fluctuating and politically 
disturbed world, can be carried out by monetary authorities so effectively 
that something worthy of the name of an international monetary system 
can again be brought into existence. 
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THE ADEQUACY OF EXISTING CURRENCY MECHANISMS 
UNDER VARYING CIRCUMSTANCES? 


By JoHN H. WILLIAMS 
Harvard University 


I 


In discussing the adequacy of different international monetary mecha- 
nisms under varying circumstances, it seems desirable to begin with some 
analysis of the logical extremes, even though, as I shall try to show later, 
the real problem is to find the best compromise between them. 

The extremes are fixed exchanges maintained by transfer of means of 
payment between the national monetary systems and flexible exchanges 
without international transfer of money. The gold standard would be an 
example of the first type of mechanism and the paper standard of the 
second, provided that both were entirely automatic. In these extreme 
cases there would be no money management, externally or internally. 

The object of both systems is to achieve and maintain equilibrium of 
external-internal trade. For this purpose both systems provide a balancing 
or compensatory mechanism by which economic change, whether external 
or internal, sets in motion forces of correction which restore equilibrium of 
external-internal trade. But the compensatory mechanisms are different 
and work out their effects by different processes of change. The gold 
standard system works through variation of internal prices and incomes 
relative to export-import prices, and the paper standard system through 
variation of the prices of exports and imports, and of the other items com- 
prising the balance of international payments, relative to internal prices 
and incomes. 

It is important not to exaggerate this difference between the two mecha- 
nisms. It has been described as the difference between stable exchanges and 
stable prices, or as offering, or even compelling, a choice between external 
and internal monetary stability. Such statements are unduly simple and may 
be misleading. It must be recognized, for example, that export-import 
prices are part of the nationai price level and also that changes in these 
prices affect internal prices and incomes, so that flexible exchange cannot, 
automatically at least, ensure a stable national price level. By whatever 
mechanism, the process must always be one of interaction of external and 
internal trade. Nevertheless, the essential difference between the two systems 
is that fixed exchange requires primarily adjustment of the internal economy 
to the balance of payments and flexible exchange the reverse. 

To the question which system is preferable there can be no general answer. 
The flexible exchange system provides the more direct process of adjust- 


‘This paper does not consider systems of exchange control, such as the German, etc. 
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ment. A change in the balance of payments affects at once exchange tate 
and the price structure of the balance of payments, extending into the in. 
ternal economy only so far as may be necessary to correct the disturbance 
The fixed exchange process is more roundabout; international transfer of 
money may have effects upon the internal economy incommensurate with 
and not directly related to, the initial change in the balance of payments 
particularly if, as in a fractional reserve against deposits system, the monetary 
expansion-contraction is a multiple of the gold movement. 

But there is a corresponding apparent disadvantage, in that variation of 
exchanges tends to correct changes in the balance of payments by preventing 
them. It does so by introducing an additional price variable. When, for 
example, a nation has an increased demand for imports or for foreign 
securities, the demand must press not only against the foreign price but 
also against the price of the foreign currency. In consequence, the change 
will occur more in price and less in quantity than if the exchange were fixed. 
To put the same point differently, under a gold standard, nations can 
buy foreign goods and securities by transferring gold at a fixed price but 
under a paper standard importers must bid for balances of foreign currency 
provided vy exporters. Unless there is such flexibility that exports immedi- 
ately respond, in which case there would be no problem of adjustment 
under either system, the scarcity price of foreign balances will tend to make 
imports rise in price rather than in quantity.? 

Whether the fact that variation of exchanges tends to shut off inter- 
national change is in reality a disadvantage or an advantage depends upon 
the circumstances and the objectives. The gold standard puts a high value 
on freedom of international trade and, in the strict theory, ignores the pos 
sibility that internal change resulting therefrom may be disturbing. As de- 
veloped by the classical economists and in later refinements, it is essentially 
a static theory, which ignores the business cycle. The flexible exchange system 
would reverse the emphasis. This does not involve, necessarily, the assump- 
tion that international trade is unimportant or that in the longer run it may 
not be essential for maximum productivity and real income. It is based 
rather on the view that business cycle instability is too great a price to 
pay for it; and that without stability at home international trade itself will 


suffer the harmful effects of alternation of over- and under-activity within 
the trading countries. 


* There is not space to discuss this point fully. The gold standard transfer of means of 
payment also sets up a resistance to the initial change; indeed that is the essence of any 
corrective process, but it works less directly on the prices of exports and imports an 
permits a correspondingly greater change in quantity. 

I believe, also, that there is no intermediate process between international transfer of 
means of payment, as in the gold standard case, and money transfers wholly within the 
trading countries, as in the paper case; and that the references in the modern literature to 
transfers of “purchasing power’’ as an intermediate case turn either upon faulty analysis of 


upon variants of the gold standard, such as gold exchange standard, which, for this particular 
point, is not an essential difference. 


The 
old st 
th 
jatter 
experi 
That ¢! 
has be 
standa 
nation 
serious 
change 
gold f 
up in 
This i 
has al 
Thi 
the oc 
vidua 
the o1 
natior 
is as 
ances 
most 
of gc 
large 
such 
reser 
colla 
as I 
pani 
infla 
shov 
it we 


of g 


eve 
rigi 
exp 
coll 
pre 
par 
the 


Adequacy of Existing Currency Mechanisms 153 


The practical difficulty is that it is easier to recognize the defects of the 
gold standard, with which we have had much experience, than it is to be 
sure that exchange variation would provide the cure for them. With the 
latter system we have had little experience, and interpretation of recent 
experience with a view to its future applicability is a far from simple task. 
That the gold standard has serious defects as a mechanism of adjustment 
has been made abundantly clear. Stated in terms of prices, what the gold 
standard assumes is stability of the entire composite of prices of which 
national price levels are the individual items. Whenever this condition is 
seriously violated, the conception of offsetting and counterbalancing price 
changes in particular countries, mutually correcting each other through 
gold flow, must be abandoned. These corrective changes become swallowed 
up in the disequilibrating effects of the common one-directional movement. 
This is why in major world-wide booms and depressions the gold standard 
has always collapsed. 

The chief problem of international monetary policy is how to prevent 
the occurrence of world booms and depressions, and of how to enable indi- 
vidual countries to protect themselves from such disturbances arising in 
the outside world, while at the same time retaining the advantages of inter- 
national trade and capital movements. The first step toward the solution 
is as clear an understanding as we can have of how and why the disturb- 
ances develop under the gold standard system. The case of war is the 
most obvious. It is a case of simultaneous two-way pressure. The demand 
of governments for war goods and services at home and abroad, financed 
largely with new money, raises prices both at home and abroad and produces 
such expansion of money at home and such an outflow of gold that gold 
reserves prove inadequate and the gold standard collapses. But though this 
collapse leads to a paper system and variable exchanges, no one, so far 
as I know, contends that the second state is preferable to the first, accom- 
panied as it would be, or at least has in the past invaribly been, by internal 
inflation. That the flexible exchanges are at such a time a disadvantage was 
shown by the fact that in the last war, though gold standard had collapsed, 
it was necessary to peg the exchanges artificially in order to maintain the flow 
of goods to the allies. 

Leaving war aside, as an abnormal case, there appear to be two main 
reasons why the gold standard may not correct disturbance but may 
even foster, and extend the area of, maladjustments. One is the growing 
tigidity of internal prices and costs, of which so much has been said in 
explanation of maldistribution of gold in the twenties and the eventual 
collapse of the gold standard, the resistance of British costs to downward 
pressure imposed by an adverse balance of payments at the old exchange 
parity, the insensitivity of French and American prices to gold inflow, and 
the like. What conclusions to draw from this experience is not clear. In part, 
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the maladjustments were due to the unusual speed and magnitude anj 
uneconomic character of international changes, which we might hope would 
not be repeated. In part, without question, it was a problem of maladjus.- 
ments of exchange rates. The War produced such sweeping and unequal 
changes in international relations that the pre-War exchange rate structure 
was rendered meaningless, and the countries were unable to find a new, 
sustainable relationship. It is now thought by many that England would haye 
been better off with a rate not only lower but more variable. On the other 
hand, it is difficult to believe, even with the aid of hindsight, that exchange 
stabilization was not necessary for both France and Germany as a means of 
terminating their post-War inflations; and it has been generally recognized 
in recent years that the remembrance of the post-War connection between 
unstable exchange and internal inflation has been a formidable obstacle in 
many continental countries to devaluation or depreciation of currencies. 
Insistence upon rigidity of costs as a circumstance justifying resistance 
to external pressure raises the difficulty of determining how necessary ot 
desirable it may be to construct an economic or monetary policy around such 
a focus. In the view of many economists, we must either find ways of 
lessening rigidities or find ourselves forced to give up the free price-quantity 
system of economic adjustment altogether. When the solution is found 
through currency depreciation, there is always the question whether it is not 
at the expense of other nations, particularly if there is reason to think 
that the resistant high costs are due to inefficiency of production. A deprecia- 
tion policy in such a case would almost certainly invite retaliation. 
The second and probably the most serious dilemma for the gold standard, 
or for any international monetary system, is the control of capital move 
ments. International capital movements are a part of the larger problem 
of the relation of investment to economic change, with productivity as their 
desirable and instability as their undesirable aspect. For capital movements, 
the gold standard, as it has operated in the past, is not a reliable corrective 
mechanism. Capital movements present two problems, a cycle problem and 
a crisis problem. The difficulty in both cases is how to prevent, or avoid 
the disturbing effects of, a cumulative, one-way movement. We were 
brought up to say that if, for example, prices rise in country A, its imports 
will increase and exports decrease, and gold outflow will correct the price 
rise. But if the rise of prices (of commodities or securities) causes profits 
to rise, and capital is attracted more rapidly than goods, gold will flow in 
and prices will rise further.* If the automatic gold standard is supplemented 


* There is not room to discuss in detail such “vicious circles,” or cases of indeterminate 
equilibrium, which may take various forms and spring from many causes, such as the 
magnitude and speed of change, the relative restrictions on trade and capital movements, 
comparative sensitivity to interest rates and prices, the relative response to security price 
changes and goods price changes, panic fear and uncertainty, elasticities of demand-supply, 
Price rigidities, speculation, etc 


by disco 
may att: 
fairly cc 
balance 
effects 
adjustm 
others. 
times p 
short-te 
It may | 
during 
and to 
and 
fixed if 
tries, V 
capital- 
that mi 
twentic 
nent fe 
term 
War. 
nation: 
a large 
It is 
for fle 
examp 
capital 
case if 
chang 
In thi: 
tionar 
from 
Moret 
by ex¢ 
the in 
nullif 
ments 
terfer 
M 
‘In 
balanc 


in bat 
reserve 


| 


Adequacy of Existing Currency Mechanisms 155 


by discount rate policy, a rise in the rate designed to curb internal expansion 
may attract short-time funds from abroad. Difficulties of this kind were 
fairly common in the twenties. With capital the most volatile item of the 
balance of payments, it is apt to dominate and to nullify any corrective 
effects which might otherwise result from the gold standard process of 
adjustment. It may produce an expansion in one country at the expense of 
others. It may lead to the purely temporizing policy, such as England at 
times pursued in the twenties, of offsetting long-term capital export by 
short-term capital import, thereby postponing fundamental readjustment. 
It may be the vehicle for world-wide boom or depression, capital movements 
during the boom leading to expansion in the capital importing countries, 
and to highly prosperous export trade in the capital exporting countries,‘ 
and the cessation of capital movements and the effects of the burden of 
fixed interest charges producing depression in the capital importing coun- 
tries, which then may spread back through the channels of trade to the 
capital-exporting, interest-receiving countries. It is surely not a coincidence 
that most booms and depressions, in the nineteenth century as well as the 
twentieth, had international capital movements as one of their most promi- 
nent features. Finally, there is the phenomenon of one-directional, short- 
term capital movements, which have had such disturbing effects since the 
War. This is mainly a phenomenon of fear and uncertainty. It is the inter- 
national counterpart of those internal money panics which have played such 
a large part in our own history. 

t is in connection with the problem of capital movements that the case 
for flexible exchanges appears to be strongest. It may be argued, for 
example, that exchange variation operates directly and powerfully against 
capital movements, whether long or short; that, in other words, this is a 
case in which the effect of flexible exchange, in shutting off international 
change by enhancing price at the expense of quantity, is clearly desirable. 
In this way, the internal monetary system can be protected from the defla- 
tionary effects of an otherwise uncontrollable capital outflow or protected 
from the inflationary effects of an otherwise uncontrollable capital inflow. 
Moreover, if the system of flexible exchange is combined with internal 
money management, the possibility of effective internal control is enhanced 
by exchange variation. If, for example, as has happened in some situations, 
the internal effects of discount rate changes or open-market operations are 
nullified by their opposite effect on international short-term capital move- 
ments, exchange variation would protect internal control from external in- 
terference, 

Moreover, it might not be necessary to concede that under such a system 

“In this case there may be little or no gold flow; the disequilibrium may not be in the 
balance of payments but in the internal economies. Such all-round expansion requires slack 


in banking systems, which is supplied by changes in velocity or by central banks’ free 
reserves or by breakdown of gold reserve requirements. 
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international capital movements of a desirable kind and amount would be 
prevented. It could be argued that such movements, as often occurted ip 
the nineteenth century, would be fairly closely related to trade 

a railroad loan, for example, being the counterpart of a demand for railroad 
equipment, or a demand for capital by a young country being closely related 
to the exchange of industrial imports for exports of foods and raw materials 
to the capital exporting country. In so far as the goods movement and the 
capital movement kept pace with each other, the need for exchange variation 
as a means of adjustment would be minimized. To the objection that capital 
will not venture abroad if the future exchange rate is not known, it might 
be answered that the danger of loss might be no greater than is the case 
when there are periodic breakdowns of the gold standard. 

The case for flexible exchange, or at any rate the case against the gold 
standard, has appeared to receive further powerful support from the world’s 
experiences in the depression. Looking back, we have to recognize that 
recovery in every country where it has occurred has been accompanied by 
monetary expansion, and this expansion occurred after the internal economy 
had been freed from external pressure, either by currency depreciation ot 
by exchange control. We have to recognize, also, that internal recovery has 
led, in some degree at least, to external trade recovery, and that in the case 
of the young countries in which it is scarcely possible to distinguish an 
internal trade separate from their foreign trade, their recovery has been 
mainly due to the recovery in their export markets, which in turn is mainly 
traceable to the internal recovery of the industrial nations. Some of the 
results are paradoxical and contradictory to what may be called the orthodox 
theory of paper standard, which, quite as much as gold standard theory, has 
been developed mainly as a static theory. It is found, for example, that the 
foreign trade of the depreciated currency countries has increased mainly 
among themselves, and not with the gold standard countries, as would be 
expected from the ‘‘terms of trade’’ analysis, with its emphasis upon the 
“bounty on exports’’ and burden on imports. 

Most paradoxical of all is the fact that England depreciated the pound 
and then was able to stage a recovery on cheap imports. 

What conclusions to draw from this experience of the depression is not 
an easy question. It is clear, of course, that the gold standard collapsed, as it 
has usually done in major booms and depressions. It seems probable, also, 
that capital movements as well as other maladjustments which the gold 
standard had previously fostered were a cause of the depression, though the 
causation was probably so complex as to make the singling out of a main 
cause extremely dangerous. Still harder is it to say what might have hap 
pened with some other system. There is considerable evidence to support 
the view that devaluations of currencies played a part not only in bringing 
on the depression but in intensifying it at certain stages. The fact tha 
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some currencies were devalued and some were not prior to the depression 

layed a large part in the discussions of maldistribution of gold. The fact 
that the franc was undervalued in 1926-28 certainly greatly accentuated 
the difficulties resulting from the overvaluation of the pound. In a subject 
full of paradoxes, perhaps the chief is that the cycle of depreciations which 
began with the devaluation of the belga and the franc could not be 
regarded as closed, if it is closed, until the belga and the franc had again 
been devalued. Having cited the evidence in favor of currency depreciation 
during the depression, I must cite also this “vicious circle’ effect of currency 
depreciation as the chief evidence against it. Indeed, one main part of the 
explanation of the recent “gentlemen’s agreement” is that it was hoped 
that for once, at least, it would be possible by such means to achieve a 
devaluation of a currency without its being followed by other devaluations 
of depreciations. Whether this hope will be realized is still a question.° 

There is one further important piece of evidence from the depression. 
No nation has shown any desire for a flexible currency. What was wanted 
in every case, and what was compelled in most cases, was to cut loose from 
the system of fixed exchanges in order to escape from the intolerable 
deflationary pressure. The fact that this action intensified deflationary pres- 
sure upon others has already been mentioned. It is the essential explanation 
of the fact that England, after depreciating its currency, was able to enjoy 
cheap imports. But in most cases there was no choice, and the process con- 
tinued to the point where, when enough nations had depreciated their cur- 
rencies, or cut loose by exchange control, the cessation of deflationary pres- 
sure in those countries more than counterbalanced, for the world as a whole, 
the intensified deflationary pressure imposed upon those countries which 
had not yet depreciated. It therefore seems necessary to conclude both that 
the succession of currency depreciations prolonged and intensified the de- 
pression and that it played an important rdéle in the recovery. 

But such a conclusion throws little light upon how to plan for the future. 
It does not show how to prevent future depressions or what is best to do 
if they occur. It does not prove, for example, that a stronger stand for 
exchange stability at an earlier stage of depression, based upon inter- 
national co-operation and accompanied by a common program of internal 
monetary expansion, might not be feasible and productive of better results. 
It only shows that in the absence of such a program nature will eventually 
find a cure. 

After cutting loose from the gold standard, what every country has 
done—save for the exchange control countries, where it seems obvious that 


| some further action will be necessary—has been, in one degree or another 


‘Some other devaluations accompanied the devaluation of the franc, and it appears 
certain that some controlled exchanges will have to follow it, sooner or later. But the 
question is whether that will end the new series. 
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and in one way or another, to tie back on again. As just said, there is no 
evidence of any desire for a really flexible currency. The United 

after going off gold definitely in April, 1933, has returned to a fixed buying 
and selling price of gold by the end of January, 1934. England, which js 
commonly cited as the country least willing or likely to return to the gold 
standard, has been acting essentially like a managed gold standard country 
virtually from the day she went off gold. The Equalization Account, as thus 
far operated, has been a device, not merely for ironing out day-to-day 
fluctuations, but for preventing a rise, and perhaps at times a fall, in the 
pound, by means of international gold flow to and from England. Had 
England really wanted a flexible currency she would have allowed the pound 
to rise against the franc as capital took flight to London, which might 
have prevented the second devaluation of the franc. But no one would have 
seriously advised such a course. The rise in terms of the franc would have 
been a rise also in terms of other currencies, including the dollar, which 
would have recreated England's problem; and would in any case have led 
to a subsequent fall when the capital flowed out again. England has, there- 
fore, though officially off gold, accumulated more gold than ever before 
in her history. 


II 


It seems clear from both logic and experience that the solution of the 
international monetary problem must be conceived in terms of compromise. 
Pursuing a rough progression from automatic gold standard to automatic 
paper standard, the possible range of compromises would run somewhat 
as follows: 


1. Automatic gold standard. 

2. System one, plus discount rate. 

3. System two, plus abolition of central bank gold reserve requirements 
for notes and deposits. 

4. System three, plus open-market operations, designed: 

(a) to prevent, at will, gold inflow or outflow from affecting 
member bank reserves and deposits, and 
(b) to exert, at will, internal monetary control. 

5. System four, plus a ‘borrowing authority” whereby either the central 
bank or the Treasury could sell (or buy) bills obtained from the 
Treasury de novo, either in exchange for gold or by outright gift, 
as a means of offsetting gold inflow or outflow. 

6. System five, supplemented by direct control of specific items of the 
balance of payments, such as capital movements. 

7. System five (or six) plus an option of exchange variation by making 
the gold sterilization fund also an exchange stabilization fund 

This arrangement would require the absence in one or mort 
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monetary systems of a fixed buying-selling price of gold, and 
intervention by one or more countries, through their stabiliza- 
tion funds, in the exchange market, exchange balances being 
convertible into gold at prices agreed upon. 
s. Exchange stabilization wholly detached from gold, plus internal 
money management. 
9, Internal money management, without intervention in the exchange 
market. 
10. Automatic paper standard. 


It must again be emphasized that the problem is always one of adjustment 
of external-internal trade; so that any compromise mechanism must always 
operate within the limits which each imposes on the other. There can be 
no such thing as complete freedom of action in either sphere. Perhaps 
this is not so apparent to some countries today as it will become later. 
it must also be emphasized that the necessity for adjustment, in most cases, 
cannot be escaped and that perhaps the chief danger in compromise is that 
it may permit, for a time, a temporizing policy which may only add to the 
difficulties of the ultimate adjustment. 

A mere inspection of the list of compromises will probably narrow the 
range of practicable choice by common consent. Gold standard supple- 
mented only by discount rate is clearly inadequate. At the other extreme, 
internal money managment without intervention in the exchange market, 
and even exchange stabilization wholly detached from gold, appear to be 
beyond the range of practical consideration, if only because there is now 
no hint of such systems.® The real range of choice, at our present stage 
at least, lies in the middle. 

The best guide to selection is found in consideration of circumstances. 
As already stated, capital movements have been a main, and probably the 
chief, source of disturbance, presenting both a crisis problem and a cycle 
problem. The crisis problem is the international counterpart of the domestic 
fun on the bank, and might be met in the same way, by the utilization of 
large free reserves. In our present stage of monetary development, at least 
in the larger countries which have strong central banks, there is no reason 
why internal gold reserve requirements for notes or deposits should be 
allowed to impair a country’s ability to withstand a run against its currency. 
Its entire gold stock should be put in its front window and specifically 
labeled as an international reserve. It would follow that there should be 
No internal convertibilty of currency into gold, no possibility of internal 
gold hoarding. The fact that internal convertibilty has now been discarded 
by the United States, England, and France is a large step forward. It should 
te possible, also, to prevent international gold hoarding by confining gold 


‘ . 
See below, however, for comment on sterling area countries. 
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transactions to central banks or treasuries or for delivery by private banks 
to central banks or treasuries." 

If the capital movement is of the panic type, there may be no need for 
fundamental readjustment; or if there is, the problem will be to have it take 
place more slowly and in a calmer atmosphere, and in the meantime to pro- 
tect the money market and the internal economy from destructive change. 
The old device for this purpose was the discount rate. It had a better 
chance of success in the pre-War world than it now has, because of Eng. 
land’s central position in world trade organization, the fact that international 
short-term balances were smaller and more closely related to trade financing, 
and most of all perhaps because there was not the ever present fear of 
currency devaluation or depreciation. In the post-War world, raising the 
discount rate to stop a panicky flight of capital has been a failure. It has not 
stopped the flight but has been taken as a symbol of fear that further 
flight would break the currency, which has led to further flight. Raising 
the discount rate under these circumstances has been a means not of protect: 
ing the internal economy but of intensifying deflationary pressure through 
high money rates. From this point of view, raising the discount rate in the 
United States after England went off gold in 1931 and the more recent high 
discount rates in France to prevent losses of gold prior to the franc devalua- 
tion, when both countries had abundant stocks of gold, must be regarded 
as mistakes of policy. 

To protect the internal economy from the effects of capital flight, outward 
or inward, it is desirable to impound the gold which, on the fixed exchange 
system, accompanies the flight, protecting member bank reserves from 
change. The addition of a ‘borrowing authority,” as in current British 
practice, to supplement or supplant the use of the central bank’s own port- 
folio for this purpose represents another major forward step. By this device 
there is removed the danger that in offsetting gold inflow by open-market 
operations the central bank will destroy or impair its ability to control 
internal monetary expansion through open-market operations. This device 
removes the limitation previously existing in the size of the portfolio, and 
makes possible one-way operations on bank reserves, which are limited only 
by the ability of government to sell its securities and its willingness to beat 
interest charges.® 

One other method of protecting member bank reserves is by changing 
the reserve requirements. This, however, is a more cumbersome method, 
much less elastic and more uncertain in its effects. It is a good method of 
sopping up excess reserves which have been built up gradually and become 
well distributed among the banks, as in the United States at present; but 


* With provision for legitimate industrial uses. 


* There remains the limitation on gold outflow of exhaustion of the gold stock, or even 
of carrying it down to the fear-creating level. 
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3s a continuous device it has the defects, first, that it permits gold move- 
ments to affect bank reserves, temporarily at least, and may thus affect 
bank assets and deposits, whereas the better method would be to keep 
them out altogether, leaving it to the central bank to control bank reserves 
on grounds of policy; second, that it could never be used as a day-to-day 
or even month-to-month device; third, that by hitting banks very unequally 
and keeping them in continual suspense it would interfere seriously with 
their operations. 

On the basis of the discussion thus far, the compromise system indicated 
for controlling short-term capital movements is system five. There remains 
the question whether it may not be desirable or necessary to take one 
further step and include an option to vary the exchanges, as in system seven. 
Should not, in other words, the gold sterilization fund be also an exchange 
stabilization fund? Should not a country be in a position to raise its currency 
to stop an undesired capital inflow and to lower it to prevent an undesired 
capital outflow? This is a much more complex question. One argument often 
advanced for stabilization funds is that they can circumvent the speculators 
and remove or lessen this source of short-time movements. But, on the 
other hand, the fact that exchanges may be varied by the authorities is 
undoubtedly a prime cause of speculative interest in them. In a fixed ex- 
change system, with fixed parity and gold points, speculation is stabilizing, 
since there is always a presumption that a currency which is above or below 
the parity will move toward it, through the effect of gold flow upon the 
demand-supply position in the exchange market. It is the removal of this 
certainty which augments speculative interest and makes possible cumu- 
lative one-direction speculative movements. Official stabilization operations 
discourage speculation only by comparison with the system of freely flexible 
exchanges. The best way to discourage unstabilizing speculation is by a 
demonstration of purpose and capacity to maintain the fixed exchange.° 
Another argument for providing an option of varying the exchange rate 
is that it may prove impossible otherwise to stop the flight of currency or 
prevent its having destructive effects upon the internal economy, and that 
if such is the case it is better to provide for an orderly and controlled change 
rather than to face the alternative of a shock-producing collapse of the 
ixed exchange system. This is a valid argument. The case for exchange 
variation by the type of procedure outlined in system seven is further 
strengthened by the consideration of cyclical movements of capital. A 
capital movement which creates a boom in one country at the expense of 
depression in another or capital movements leading to world boom and 
depression suggest the need of currency variation as a means of obstruction 


"It may be that fixed parities with wider gold points would increase stabilizing speculative 
perations within the gold points. On the other hand, they might exaggerate the swings if 
the gold points were too far apart. 
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and prevention. The case is further strengthened by the consideration 
previously mentioned, that if internal monetary policy, through discoun, 
rate and open-market operations or a spending program or direct stod 
market control, is in danger of being nullified by international capital 
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country B, should it be prevented by a method which affects relations with 
C, D, E, and sixty others? Should you stop a flow of capital from France 
to England by a method which raises the pound in relation to the dollar 
and all the others? Should you raise the pound to stop capital inflow from 
France if British industry has needed relief from an overvalued pound? 
Should we stop capital inflow from England to our stock market by raising 
the dollar or lowering the pound if that will weaken American agriculturl 
prices or increase competitive imports and impair exports? Without debating 
the merits of any particular case (in my own view the dollar has been too 
low ever since the War, a maladjustment which by our devaluation we 
missed an opportunity to correct) it seems clear that the question is complex, 
not only economically, but politically. It seems probable that currency 
variation will tend, as in the past, to be one-way—downward in depression 
but not upward in a boom. And it seems probable, if it is desired to control 
capital movements between stock exchanges or capital issues which may 
have disturbing cyclical effects, that nations will try first some form of 
direct control, and find themselves much readier to co-operate with each 
other on that line, before resorting to the device of raising or lowering 
the currency. 

The essential objection to exchange variation as a mechanism of adjust 
ment is that it is at best a limited and constrained sphere of action, limited 
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if one economy is to escape, the burden is shifted to the others. Nothing in 
the depression experience contradicts this fact. What it does show is that 
if other means of correction fail, or are not tried, the revival of the home 
economy, by currency depreciation if necessary, must be the decisive con- 
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ideration, and by increasing the home purchasing power will eventually 
improve not only home trade but the foreign trade as well. 

But the challenging, and as yet unanswered, question is whether this is 
got a unique case, the case in which there are no other options. It is an 
interesting fact that the only case in which there was room for a serious 
debate on the desirability of devaluation was the American case, which was 
also the only case in which there was a real option of alternatives. One of 
the factors which for so long delayed the recent devaluation of the franc 
was the fear of rising cost of living. One of the factors delaying a relaxation 
of exchange control in Germany and a devaluation of the mark appears to 
be the fear of higher import costs. It is doubtful if a substantial decline in 
the pound could occur at any other time than severe depression without 
raising the cost of imports. The products of young countries are character- 
ized by inelastic demand-supply, which is the major reason why a world 
trading center by depressing its currency can depress outside prices. But 
with higher employment and incomes in the world generally, there is more 
possibility of alternative markets for the young countries, and less to be 
expected by them from increase of British buying power; and more likeli- 
hood of retaliatory measures. With low incomes and employment in the 
world at large there is more to be gained from recovery of home trade, by 
currency depreciation or otherwise, than will be lost or gained from effects 
of currency variation on external trade. But in proportion as incomes and 
employment increase the reverse becomes true. This may well mean that in 
depression nations will be more prompt to vary their currencies than pre- 
viously, even though at the expense of others, while with recovery they will 
show more interest in exchange stability. But it appears also to mean that at 
any other stage than depression, including prevention of depression, there 
will always be a presumption in favor of some compromise system which is 
built primarily around the principle of exchange stability. 


III 


I have presented the view, first, that there must be some form of com- 
promise system, second, that this compromise should be one which will 
give the largest measure of internal monetary protection and control which 
is Consistent with exchange stability, and third, that exchange variation, 
while not excluded, should be resorted to only when other means of control 
have been exhausted. 

I want to conclude with three points which, I believe, have a special 
bearing upon the present trends and developments with respect to inter- 
national monetary organization and policy: 


1. The views expressed are not inconsistent with a keen and sympathetic 
interest in the new developments which have been growing out of 
the recent ‘“‘gentlemen’s agreement.” 
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2. There are grounds for thinking that we do not need or want am 
single pattern of compromise in all countries, such as the 
standard pattern was before the War. Different kinds of countrig 
require different kinds of monetary systems. 

3. The best prospect for stability in individual countries and-in the worl 
as a whole, so far as it can be achieved by monetary means, lig 
in more efficient monetary control within the major 
especially the United States and England, coupled with co-operation 
between them; and on this basis, there is no such dilemma betwee 
internal and external monetary stability as has been frequentl 
emphasized in abstract analysis. 


countries 


1. The “Gentlemen's Agreement.” The gentlemen’s agreement is a fom 
of de facto stabilization, less definite and binding than any which hi 
been previously proposed and for that reason more acceptable and feasible 
Whatever kind of system is ultimately to emerge, it has been commonly 
recognized that a trial period would be necessary before any more permanent 


and formal kind of stabilization could be ventured upon. 2. Di; 

Moreover, the device—as set up under this agreement—for converting HM sion of t 
stabilization fund holdings of foreign currency into gold at a price thi HMB and feas: 
is based from day to day on the exchange rate may provide a new and better HMB Already 
kind of exchange stability. Pressure on a currency will lead to its support (MM with stak 
through purchase by stabilization funds (or through sales of the othe tion fun 
currencies) and to conversion of these balances into gold at a known pric. HM gold an: 
If the pressure continues unabated it can be relieved by varying the exchange I France, 
rate through varying the price of gold. With this instrument of flexibility « HM limited | 
the disposal of the respective stabilization fund authorities, the result may be HM to a fixe 
a greater assurance of exchange rates which are both more stable and mor §% whether 
under control than has previously been the case. It will certainly make MM sterilizat 
possible a more orderly change to new levels, if that is required; and t Some 
provides, moreover, a better possibility than we have previously had of HMM single, 1 
effecting alterations in the exchange rate structure, of varying a curteng MM tion of 
with relation to some other without that change being communicated to al I proport 
the others.*° self-con 

It should be noted that, as it has thus far operated, this mechanist 3 about e 
includes a fixed buying and selling price of gold in terms of dollars. Priot H® maladj. 
to the devaluation of the franc, the British Equalization Account operate 9 control. 
against a fixed buying and selling price for gold in terms of francs. Thett HM and for 
is no evidence thus far that this kind of exchange stabilization can operat J tion; th 
without being anchored to a fixed price of gold in one or more markets 9 and the 
In some respects, it would seem to be more feasible with only one, or a fev HM to prod 

* It may, for example, be desired to lower currency A relative to B but to raise i a 


relative to C. 
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countries, having a variable price of gold and operating against the fixed 
gold price maintained by the others. There is also the question whether 
operations cannot be conducted more effectively by one, or a few, stabiliza- 
tion funds rather than by a larger number. The objection to having one 
country on a variable basis, in this sense, and the others on a fixed basis is, 
of course, that it implies a large measure of trust in the integrity and the 
freedom from nationalistic motives of the variable exchange country which 
would act as the stabilizing agency. But perhaps the knowledge that other 
countries could retaliate by devaluation, either by new legislation or under 
an authority previously granted and held in readiness, might be a sufficient 
deterrent. The possible difficulty in having more than one stabilizing agency 
is, of course, that they might not be able to agree when any major change 
in exchange rates is desirable. England might think it desirable to put the 
pound down, but other countries might not think it desirable to have their 
cutrencies go up in consequence. Again it seems clear that nations could 
co-operate better on some plan of monetary control which leaves exchanges 
stable than they could upon a plan involving variable exchange rates. 

2. Different Currency Mechanisms for Different Countries. The discus- 
sion of the gentlemen’s agreement indicates that it may be both desirable 
and feasible to have different currency mechanisms for different countries. 
Already there are included in (or attached to) the agreement countries 
with stabilization funds and a variable price of gold, countries with stabiliza- 
tion funds and a fixed price of gold and countries with a fixed price of 
gold and without stabilization funds. It may be an open question whether 
France, which now has the first type (but whose variable price of gold is 
limited by law within a range) may not, as Belgium did, return eventually 
toa fixed price of gold with no stabilization fund. And it may be a question 
whether the American fund will prove eventually to be primarily a gold 
sterilization fund or equally an exchange stabilization fund. 

Some light can be thrown on the question whether the world needs a 
single, uniform system or a combination of different systems by considera- 
tion of the diversity of countries, and in particular the differences in their 
proportions of home and foreign trade. It would seem that the relatively 
self-contained countries should, in most circumstances, be less concerned 
about exchange variation as a means of correction of their business cycle 
maladjustments, and must rely mainly upon their powers of internal 
control. On the other hand, countries chiefly dependent upon foreign trade 
and foreign capital have most both to gain and to lose by exchange varia- 
tion; they most need exchange stability when foreign trade is prosperous, 
and they most need a currency adjustment when capital inflow is threatening 
to produce a boom, or when depression in the outside world is threatening 
their foreign markets. From this point of view, countries like the United 
States, and probably France, could best afford to have an unchanging 
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currency, once a generally sustainable structure of exchange rates had been There i: 
attained. Countries like Australia or Argentina would probably want fixed 
exchanges the larger part of the time, but with some provision for both 
depreciation and appreciation. Currency appreciation would be indeed ; 
new phenomenon in the history of young countries, which like most other 
have been less concerned to stop booms than to stop depressions; but ar. 
rency depreciation in depression would be only repeating what they have 
always done. The only new suggestion is that it might be worked out ip 
some more orderly and deliberate fashion, as a conscious instrument of 
policy. For such countries, internal money management must be at best the 
minor part of policy. Since these countries are a minor part of the world 
economy, Currency variations by them would probably not hurt others s 
much as it might help them. In these countries, as in all, there would be HM the prote 
some conflict of interests. Currency depreciation, which might help export i work out 
trade, would impair ability to pay interest charges, but this sacrifice is a HB action is | 
the expense of the foreign creditor, who may be more able to bear it and J imports, 
should have been better able to calculate the risk in the first place. its curren 
Consideration of countries largely dependent on foreign trade suggests IM see. We : 
consideration of the sterling area. The development of the sterling area (MM placent \ 
when England went off gold represents the emergence, in a more limited HM only by « 
sphere, of the same type of international trade organization and hence of HM supportit 
the same type of monetary system that existed before the War, when in a 9 such cor 
very real sense it could be said that England was on gold and much of the I feverish 
rest of the world on sterling. Within such an area, among nations closely HM then, is 
tied by trade and financial relations, the need for stability of exchange is 0 J be less 
compelling that when the center country varies its currency it is apt to MB backwar 
carry all the other members of the group with it. In such an area, also, a consider 
was largely true before the War, the monetary control exerted at the center HH is confli 
is likely to have a powerful influence throughout the area, which suggests HH cycle ve 
that through stable exchanges forces of expansion or contraction can be i income. 
initiated at the center and be transmitted throughout the area. without 
To hold such a unit together and to maintain exchange stability within EL 
it, it is probably unnecessary that all the countries, or indeed any of them, HM tries, C 
should be on the gold standard. What the constituents of this area need HM gests tl 
chiefly are foreign exchange balances in London; and as the exchange Mj behavic 
stabilizing agency, what it needs is a sterling balance which the foreign Hj cconom 
country’s central bank holds and which this bank can control by decreasing Hj more tl 


or increasing its purchases and sales of sterling at a price that is stable Hj times, 
but which it reserves the right to vary. If there is need of gold, it is as a0 likely t 
internal reserve for notes or deposits, as a protection against an unrestricted by the 
credit expansion; but this function could be performed, also, as it can 1 events, 


other countries, by a central bank control of member bank reserves, without expans 
gold. capital 
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There is left for consideration those countries whose position is inter- 
mediate, whose foreign trade, though less in quantity or value than home 
trade, is nevertheless essential, in the long run, to a high level of produc- 
tivity and real income. In this group are such countries as England, pre- 
eminently, and also Germany. In so far as such countries have trade areas, 
their concern for stability of exchange in support of their foreign trade has 
been already dealt with. Exchange stability within the trade area appears 
to be the less troubling aspect of their problem; and in a sense is self-insured 
by the closeness of trade ties. But their trade with the rest of the world is 
on a different footing. It is here that the conflict of objectives as between 
internal and external monetary stability chiefly arises. In depression, such 
countries are likely to strike out for freedom of internal policy, .ven though 
the protective devices which are set up, including currency depreciation, 
work out their effects at the expense of others. How their freedom of 
action is limited in other phases of the cycle, particularly by rising costs of 
imports, has already been discussed. Whether England would appreciate 
its currency substantially to help ward off an internal boom, we have yet to 
see. We must remember that she is occupied and perhaps somewhat com- 
placent with her internal recovery, for which the ground was laid not 
only by cheap imports, but in addition by an easy money policy which is 
supporting both an extensive housing program (England having had no 
such construction activity as we had in the twenties) and now also a 
feverish armament program. The fundamental question at the moment, 
then, is whether England, in the light of her present situation, may not 
be less concerned about her foreign trade, which has been noticeably 
backward in the recovery, than in the longer run she will need to be. In 
considerable measure, the problem of monetary policy, in so far as there 
is conflict of internal and external considerations, is a problem of business 
cycle versus the longer run forces which govern national productivity and 
income. The question, as stated earlier, is how to control short-time change 
without doing damage to the basic trade relationships. 

3. The Solution Mainly Turns on Internal Stability in the Major Coun- 
ines, Coupled with Co-operation. The discussion of the sterling area sug- 
gests that for such a group monetary stability mainly depends upon the 
behavior of the center country. This suggestion has a larger application. The 
economic activities of the United States and England combined represent 
more than half of total world activity; and these countries are, in normal 
times, the main sources of capital. World booms and depressions are more 
likely to spring from changes originating in them and carried outward than 
by the reverse process. As has been indicated repeatedly by the course of 
events, international capital movements are likely to be mainly a phase of 
expansion or contraction in the major countries. We are likely to export 
capital at the same time that we expand investment at home. If we also 


168 American Economic Association 


attract capital, as in a major rise of the stock market, it is most apt ti 
come from England or some other major country. 

From this point of view, the problem of monetary stability appears t 
be one which calls in large measure for an over-all control, rather than fog 
a compensatory mechanism operating as between countries, and to rec 
as its main foundation effective internal monetary control in the leading 
countries. It ought not to be impossible in a matter of such mutual interes 
and serious importance to achieve, after the experiences which the nations 
have gone through in pursuing their own narrower ends, some communi 
of action in monetary and general economic policy; but I must add that | 
am not altogether sanguine. Even without such formal co-operation, | 
believe that the best prospect for general stability is to be found in internal 
stability in the leading countries if it is intelligently, which means not too 
narrowly, conceived. 

But it is not to be expected that economic change would or should 
exactly keep pace in all countries; that is far from true even in the different 
parts of our own country. There will always be diversity of change and of 
pace and character of development. There will be business cycle lags and 
leads as between countries. There will be crises here and there, registering 
their effects not only in the countries of origin but in others, and perhaps 
especially in the center countries. What an effective system of compromise 
must do is to provide slacks and elements of variability which will lessen 
shocks, permit monetary change to be slowed down to the pace which the 
economic structure can tolerate, and leave freedom of action in directing 
the impact and extent of change. For this purpose, it seems preferable to 
have some compromise, or combination of compromise systems, which, 
while excluding no form of variation which might be serviceable in a 


constantly changing world, would resort to currency variation only sparingly 
and when other means had failed. 
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THE PRESENT SITUATION OF INADEQUATE HOUSING 


By GEORGE TERBORGH 
Washington, D.C. 


I should like to preface my remarks on this subject by a couple of 
caveats or disclaimers. In the first place, the estimates and opinions which 
| shall hazard are purely personal, and under no circumstances are to be 
construed as reflecting the official position of either the Brookings Institu- 
tion or the Reserve Board, under whose successive auspices the investiga- 
tion was conducted. Secondly, I wish to disavow any claim to being a 
housing expert. My work in this field has been limited entirely to the 
analysis of the factors controlling the market for new housing in the United 
States, and beyond that aspect of the subject I remain a layman. 

The title of this paper may suggest a discussion of the inadequacy of 
the present housing supply from a qualitative standpoint, in terms of 
surroundings, structural condition, heating and lighting facilities, toilets, 
bathtubs, and the like. It is not my intention, however, to deal with these 
matters, since I wish to devote the brief time at my disposal to a discussion 
of the present and future inadequacy of housing considered quantitatively, 
in terms of family units; and by reference to the practical standard of what 
the market will absorb. 

To put the matter in another way, I propose to discuss the effective 
demand for housing, not the need for it. It is true that a considerable 
fraction of the population lives in dwellings that are generally considered 
to be below an acceptable minimum standard of decency and comfort, 
but this is a chronic condition in our society which may, and often does, 
co-exist with a state of housing surplus as reflected by market demand. 

Let me make one more explanatory remark before launching into the 
main business of this paper. I have some hesitancy in discussing the housing 
situation, or anything else connected with real estate, in terms of national 
averages or totals. Real estate markets are necessarily local. This does not 
mean, of course, that they are economically isolated. Major economic 
developments such as war, inflation, depression, and recovery affect the 
great majority of these markets similarly. Descriptive generalizations for 
the country as a whole, whether verbal or statistical, can do no more than 
reflect the preponderant movement or condition, ignoring the exceptions 
which are invariably present. The dangers and difficulties involved in a 
discussion of the national housing market as a whole are admittedly great, 
but are not sufficient, I believe, to render the undertaking a useless one. 

The following discussion will be limited to non-farm housing, and will 
be addressed to two questions. First, what is the extent of the housing 
shortage now existing? Second, what is the prospective market for new 
housing during the next five years? Let us consider these questions in order. 
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If anyone has devised a satisfactory measure of the extent of a hous; since 1S 
shortage, I have yet to learn of it. There is even an almost complete lack trailers | 
of agreement as to definition, with the result that various estimates of the pancy f¢ 
shortage now existing run from a few hundred thousand dwelling units It is f 
up to several millions. It seems to me that in principle an actual sho tion to 
as distinguished from one that is merely impending or potential, should be situatior 
measured by reference to the supply of vacant dwelling units available for to meas 
occupancy. More specifically, it should equal the number of additional point, | 
dwelling units that would be required to bring the supply of vacancies the resu 
to some level taken as a standard. I shall be the first to admit that there is The 
no very satisfactory standard available for this purpose, but if in default new he 
of anything better we fall back on a long-run average we shall probably shall fi 
not be far wrong. According to my estimates, vacant dwelling units in the of prol 
non-farm area have averaged since 1919 about 4.2 per cent of the total to ecor 
number of units standing. Since this eighteen-year period has seen a housing The 
shortage, a surplus, and the beginnings of another shortage, this average period 


figure may be accepted tentatively as a point of reference, from which the 
present housing deficiency can be computed. 


the inc 
(3) th 


According to the best estimate I have been able to make, non-farm The 
vacancies now fall about 400,000 units short of the total indicated by the impor 
long-term average ration of 4.2 per cent. To the extent that there are metho 
now families doubled up on account of housing shortages (these are to be somey 
distinguished from families doubled because of unemployment and other After 
depression conditions) it would require more than 400,000 added dwelling a reas 
units to increase vacancies by this amount, but even with a reasonable whol 
allowance for this factor it appears to me that 500,000 units is a liberal A 
estimate for the existing housing shortage as I have defined it. perio 

The matter may be approached in another way by comparing the present to be 
supply of vacancies with that of a year like 1929 when no shortage existed. knov 
It appears that it has been reduced by about 700,000 dwelling units. Most fragt 
students of housing will agree, I think, that the 1929 supply was excessive, may 
so that a subsequent shrinkage of 700,000 units indicates a shortage of quar 
considerably less than that amount. This is certainly not out of harmony cons 
with my conclusion that 500,000 is as good a round figure as can be named. prok 

That the shortage is no greater than this after seven years of subnormal A 
construction activity is due, of course, to the restraining effect of the depres- the 
sion on the growth of residential occupancy. Had the period been prosper: that 
ous, non-farm occupancy would probably have expanded by something leve 
like 3,000,000 dwelling units, in contrast with an actual expansion of his 
around 1,600,000. This difference is attributable to a number of factors at a 
to be discussed later, such as net migration from urban communities to esti 
farms, postponement of marriages, doubling up of families, and the cessa- ind 
tion of immigration. With a net increase in the non-farm housing supply of « 
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since 1929 of roughly 900,000 dwelling units (including automobile 
trailers used continuously as residences) the reduced expansion of occu- 
pancy resulted in an increase of only 700,000 in vacancies. 

It is possible, of course, that the present distribution of vacancies in rela- 
tion to the demand for housing is so markedly different from previous 
situations as to make a ratio of 4.2 per cent too low a standard by which 
to measure the shortage. In the absence of any adequate evidence on this 
point, however, we may let it stand, with full recognition of the fact that 
the results are only the roughest sort of approximation. 

The second question which I am to discuss is the probable market for 
new housing during the next five years, in terms of dwelling units. I 
shall first consider the period as a whole, leaving until later the analysis 


a of probable movements within it. One basic assumption will be made as 


to economic conditions; namely, that the period will be one of prosperity. 

The making of an estimate for the non-farm housing market during this 
period involves separate estimates for the following three factors: (1) 
the increase in the number of households; (2) the volume of demolitions; 
(3) the change in vacancies. Let us consider these in succession. 

The growth in households may arise from several sources. First in 
importance, of course, is currently accruing natural increase. Various 
methods of forecasting this increase during the next five years arrive at 
somewhat differing results, ranging from 450,000 to 525,000 units a year. 
After a careful consideration of these indicators, I have taken 480,000 as 
a reasonable compromise, or a total of 2,400,000 for the five years as a 
whole. 

A second source of increase in households is the undoubling within this 
period of families still doubled up because of the depression. I should hate 
to be called on to prove an estimate on a matter about which so little is 
known as the volume of depression doubling up, but after weighing the 
fragments of evidence available I come out with the impression that there 
may be still from 300,000 to 600,000 families who will seek separate living 
quarters with the restoration of satisfactory employment conditions. To be 
conservative in such a doubtful matter, I have taken 300,000 as the 
probable undoubling in the next five years. 

A third factor contributing to the prospective increase in households is 
the marriage backlog remaining from the depression. Stauffer has estimated 
that at the end of 1935 the cumulative deficiency of marriages below the 
level indicated by predepression rates was 748,000. After subtracting from 
his estimate of 171,000 for the divorce deficit on the same date, we arrive 
at a net marriage deficit of 577,000. Data are not available to bring this 
estimate down to date, but a continuation of trends in 1934 and 1935 
indicates a present figure of at least 500,000. Since there is a possibility 
of considerable error in estimates of this sort, and especially since it appears 
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likely that the marriage deficit of the depression will never be made good 
in its entirety, I have arbitrarily reduced to 300,000 the increase in hous. 
holds to be expected during the next five years from the contracting of 
delayed marriages. 

The fourth and last factor to be considered in connection with the 
future increase in households is the migration of population from farms ty 
cities, towns, and villages. The foregoing estimates for the increase ji 
households from current natural increase, undoubling, and curtailment 
of the marriage backlog relate to the United States as a whole. To arrive a 
a figure for the increase in non-farm households, which is our concem 
here, it is necessary to adjust the sum of these estimates by some kind of a 
guess as to the net change in the number of farm households during the 
next five years. On this point no one can predict with much confidence, It 
appears that after declining slightly from 1920 to 1930 the number of farm 
households rose during the depression to a present level 400,000 to 500,000 
higher than in 1929, an increase of roughly 6 to 8 per cent. Since the bulk 
of this farmward migration was a result of urban unemployment it seems 
to me reasonable to suppose that a period of prosperity will show a con- 
siderable net return movement, and that the number of farm households 
will decline accordingly. To derive an actual figure, I have guessed that the 
decline in farm households in the next five years will equal one-half the 
increase since 1929, or, in round numbers, 200,000. 

To summarize these various estimates for the increase in non-farm house. 
holds during the period we have the following: 


Currently accruing natural increase 2,400,000 
Undoubling 300,000 
Curtailment of the marriage backlog 300,000 
Net decrease in farm households 200,000 
Total 3,200,000 
Average increase per year 640,000 


To the market for new dwellings arising from the increase in households 
must be added that arising from the demolition of existing structures. Dur- 


ing the decade of the twenties the volume of non-farm demolitions, includ- gorie 
ing destruction by fire, wind, and flood, apparently averaged somewhere enter 
between 50,000 and 100,000 dwelling units annually. From fragmentary shrin 
evidence it appears that that rate was somewhat reduced during the depres- these 
sion. It might be expected that on account of the ageing of the housing toll, 
inventory since 1929 and the serious undermaintenance of many structures side | 


during the depression the rate of demolition during the next few years will at re 
be high, but against these considerations must be offset the fact that we are chan 
entering a period of housing shortage, which will tend to retard demoli- prod 
tions, and the prospect that commercial and large apartment construction, actin 


which ordinarily occasions a sizeable fraction of the residential wreckage, of | 
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ill expand only gradually from the present low levels. Without going fur- 
ner into this subject here, I shall assume an average demolition of 75,000 
welling units annually during the next five years. This added to the esti- 
ated market of 640,000 units a year from the growth of non-farm house- 
olds gives a total of 715,000 units annually. 

If to this figure we add the dwellings required to eliminate the housing 
shortage with which the five-year period begins (estimated at 500,000 
units) we obtain a grand total of slightly over 800,000 units a year as the 
prospective housing market. 

On the basis of these estimates it is possible to draw certain inferences, 
which may be summarized in three propositions: First, if non-farm resi- 
dential construction averages 800,000 dwelling units a year for the next 
five years, the period should close with a comfortable supply of housing. 
Second, if construction averages 700,000 units annually, the period should 
dose with a housing shortage comparable in magnitude with the present 
one. Third, if the average is 600,000 units, the shortage at the end of 
the period promises to be very acute, comparable, let us say, with the worst 
period after the World War. 

It seems to me improbable that building activity will be sufficient during 
the next five years to eliminate shortages by the end of the period. Building 
booms require a certain amount of time to develop. Non-farm construction 
in 1936 was probably between 250,000 and 300,000 dwelling units, and 
it cannot be expected that a rate of 800,000 units a year will be reached until 
we are well into the period. This means that an extraordinarily high level 
of something like a million units annually would be required in the latter 
part of the quinquennium to attain an 800,000 unit average for the period 
as a whole. Such a level is of course not impossible, since it is only about 
10 per cent above the housing output of 1925, the previous high year, but 
I doubt that it will come soon enough, if it comes at all, to produce the 
necessary total of construction for the period. 

One reason for this doubt is the prospect of rising construction costs 
attributable to a scarcity of skilled building labor and even of certain cate- 
gories of materials. The seven years that have elapsed since building activity 
entered its historic slump have seen what is probably an unprecedented 
shrinkage in the available supply of skilled artisans. Apprenticeship during 
these years has been negligible, death and superannuation have taken their 
toll, and a sizeable fraction of the supply has been lost to employments out- 
side the building field, from which it can be brought back only partially and 
at relatively high cost. There are indications, moreover, that because of 
changing construction techniques and the extinction or deterioration of 
productive facilities during the depression, a rapid expansion of building 
activity will disclose shortages of capacity for the production of many types 
of building materials. When we add to these factors the well-known 


of 

he 
to 

in 

at 

4a 

It 

lk 

1S 

(0 

0) 

0 

i 
0 

) 


174 American Economic Association 


tendency for developers’ and contractors’ profits to widen in an active 
market, and for land costs to advance, there appears to be a distinct pos 
bility that the total cost of new housing to buyers will advance tapi 

enough to effect a considerable retardation of construction. The greater this 


effect, of course, the more acute the housing shortage that may be expected Jn Prior | 
five years from now. tions for 
The prospect in this regard cannot be properly appraised without con. fam 7™8*8' 
sidering certain additional factors. The first of these is a tendency toward liquidity 
a greater exploitation than we have seen heretofore of the market fo, of feder 
small and inexpensive houses. This suggests the possibility that rising a" 
costs may be offset somewhat by a shift toward this type of construction, A fa !°°°C 
second is the experimentation now being devoted to the development of ze 
new and in some cases revolutionary building techniques. Whatever may "yr ‘ 
be the long-range prospect for prefabrication and mass production in the ia 
housing field, it seems to me doubtful that they will gain sufficient momen- ng : 
tum in the next five years materially to offset the effects of high costs in sigh 
the more conventional forms of construction. The third factor is the much fae °°" ™ 
discussed automobile trailer. The number of trailers used for continuous we 
residence is placed by reputable guessers at 40,000 or 50,000 out of a ne ‘ 
total of some 300,000 units in existence. Where this figure will stand five eg Pe 
years from now I shall not venture to guess, though I may say in passing + : 
that some of the forecasts on the subject seem to me fantastic. Trailers b "me 
will certainly afford some minor mitigation of the effects of high housing 8 fs 
costs. To the extent that they take the place of ordinary housing, they must, rae 
of course, be counted as dwelling units in the foregoing estimates of the 7 ; 
housing market. A fourth factor is housing subsidized by government. It “ Gn 
remains to be seen what legislation will be enacted along this line, but it ve ; 
seems to me improbable that it will produce enough subsidized construction yew 
within the next five years to make more than a small dent in the total \ , : 
housing market. 
The combined effect of these several factors will be to check somewhat ‘A 
the advance in the cost of new housing and to reduce accordingly the housing ni 
deficit at the end of the next five-year period. I am inclined to doubt, ie 
however, that their influence will be sufficient to eliminate such a shortage. assist 
There seems no doubt, in any event, that the current housing shortage sefins 
will become considerably worse before it begins to be generally alleviated. ae 
Even with the most rapid pick-up in construction for which we have any i 
reason to hope, the prospect is for an aggravation of the situation for at least of te 
a year, and with any less than the most optimistic forecast of building € 4( 
activity it appears to be nearer two years than one. The attainment of with 
reasonably comfortable housing conditions is, of course, much more remote A 
than this turning point, since improvement at first will be slow. We are po 


evidently in for several years of housing deficiency. 


FINANCING OF HOUSING 


By HowarpD H. PRESTON 
University of Washington 


Prior to 1932 the federal government had not established any institu- 
tions for home financing purposes. The depression, with its flood of 
mortgage foreclosures, unemployment in the building trades, and non- 
liquidity of home mortgages, was responsible for the creation of a number 
of federal agencies which now play a very important réle in the field of 
housing finance. The activity on the part of the federal government has 
focused attention on the subject of home financing. Because the national 
program is so much in the foreground the major emphasis in this paper 
will be placed upon a description of the various institutions and an appraisal 
of their accomplishments. 

In January, 1932, Congress created the Reconstruction Finance Corpora- 
tion which made substantial advances to banks, savings and loan associa- 
tions, and mortgage loan companies secured by home and farm mortgages. 
Later the Reconstruction Finance Corporation Mortgage Company was 
established which makes advances upon urban income-producing property 
and also purchases mortgages insured under Title II of the National Hous- 
ing Act. 

Next of the home financing agencies to be established were the home loan 
banks which were created by Congress upon the urgent recommendation of 
former President Hoover, in July, 1932. In June, 1933, Congress created 
the Home Owners’ Loan Corporation as an emergency refinancing agency. 
The same law authorized federal savings and loan associations. A year later 
the National Housing Act was passed. In this law the federal government 
provided for modernization credit (Title 1), mutual insurance of mortgages 
(Title II), and national mortgage associations (Title III), and instituted 
a plan for insurance of savings and loan accounts up to $5,000. 

The housing division of the Public Works Administration and its 
auxiliary, the Emergency Housing Corporation, have financed large-scale, 
low-cost housing and slum clearance projects. The Resettlement Adminis- 
tration has constructed model communities of low-cost houses and has also 
assisted individuals in rural sections. The Farm Credit Administration has 
refinanced mortgages of farmers and made advances for rural home im- 
provement. The Banking Act of 1935 extended the powers of national 
banks in making real estate loans so that they may now lend for a period 
of ten years and up to 60 per cent of the appraised value of the property 
if 40 per cent of the principal of the loan will be paid off in installments 
within the ten-year period. 

An examination of the federal home financing institutions shows that 
some were created to meet the emergency and others are designed to be a 
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permanent part of our financial organization. Existing credit-granting ingj. the Fede 
tutions were utilized as far as possible by extending their powers or supple Joan ass 
menting their resources. The emergency agencies created wete expected tp the hom: 
bring relief to distressed home owners, to provide employment for labor, and center u 
to enable financial institutions to dispose of their slow and nonliquid mot. As of 
gages. The permanent program is expected to further the above objective Federal 
and also to provide a better market for home mortgages either savings | 
rediscounting or open market sale. It is expected to bring lower interes apparen 
rates and to make possible loans for a higher percentage of the value of taken p 
the real estate. It is hoped that by these means home ownership will be banks is 
promoted, existing homes improved and modernized, and some of the advance 
hazards removed from home mortgage loans both for the borrower and federal 
the lender. 30, 19 
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The agency intended primarily to halt the flood of mortgage foreclosures 
and give relief to distressed home owners was the Home Owners’ Loan 
Corporation. Its loaning period was limited to three years, from June 16, 
1933, to June 16, 1936. When it terminated its lending operations, the 
Corporation had made loans to 1,021,818 home owners in an amount 
aggregating more than 3 billion dollars. 


Its purpose was essentially to refinance outstanding distressed mortgages. The 
The Corporation, however, spent 75 million dollars reconditioning homes has wi 
which it had refinanced. To this extent it added to the demand for labor increa 
and building materials. Its record of accomplishment is a very gratifying home 
one. The cost to the public is still undetermined but it is not improbable that secon 


the social gains will outweigh the cost. 

For the next fifteen to eighteen years, the Corporation will be engaged 
in collecting and liquidating its outstanding loans. It is too much to expect 
that an organization which refinanced more than a million distressed 


of as: 


cond 
mortgages will show a collection record of 100 per cent. As a matter of By 
fact, delinquent loans upon which foreclosure proceedings had been insti- most 
tuted as of September 30, 1936, aggregated 51,148 or 5 per cent of the liqui 
loans held by the Corporation. The number of delinquent loans is far in thes 
excess of this figure, but it is a policy of the Corporation to give considers tate 
tion to borrowers who have been hard pressed because of unemployment fout 
or other conditions beyond their control. With improved conditions in into 
employment and higher prices for real estate it is probable that the losses ass¢ 
will be kept at a point where the burden to the taxpayer will be nominal of § 
in comparison to the benefits received. and 


The permanent agencies under the jurisdiction of the Federal Home 
Loan Bank Board are the twelve home loan banks, the member institutions, 
consisting at present almost entirely of savings and loan associations, and 
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the Federal Savings and Loan Insurance Corporation. The savings and 
joan associations are the actual lending agencies and the base upon which 
the home loan bank system is built. Consequently our major interest will 
center upon their activities. 

As of Septernber 30, 1936, there were 3,707 member institutions in the 
Federal Home Loan Bank system, all but about a dozen of which are 
savings and loan associations. Savings banks and insurance companies have 
apparently not felt the need for membership and accordingly have not 
taken part in the system. The primary purpose of the federal home loan 
banks is to provide an agency from which member institutions may obtain 
advances upon mortgages. The total volume of advances made by the 
federal home loan banks to their members from organization to September 
30, 1936, was $252,559,000. Loans outsanding on that date were 
$129,767,000. These figures indicate a volume of business adequate to 
justify the existence of the banks and sufficient to more than then cover 
operating costs. The only government subsidy is the investment of the 
Reconstruction Finance Corporation of approximately 100 million dollars 
in the capital of the banks. The twelve banks are all paying small dividends 
to the government and the member institutions so that they are practically 
self-supporting. 

The Federal Home Loan Act of July, 1932, and subsequent legislation 
has undertaken to strengthen existing savings and loan associations and 
increase their lending power in four ways: first, by creating the federal 
home loan banks from which they can obtain advances on mortgage security; 
second, by authorizing the investment of government funds in the shares 
of associations; third, by insuring their accounts up to $5,000; and fourth, 
by permitting institutions to convert to federal associations where this 
seems desirable. New federal associations may be established when local 
conditions indicate a need for and probable success of such an institution. 
By 1932 when the federal home loan banks were ready for operation 
most savings and loan associations were in a frozen condition. Gradual 
liquidation seemed to be the probable fate of many associations. Under 
these circumstances it was necessary to find ways to reorganize and rehabili- 
tate the savings and loan associations. One solution to the difficulty was 
found in segregation; that is, the division of the assets of an association 
into two parts. A new state or federal association is created and the sound 
assets of the existing institution are transferred to it. The great advantage 
of segregation is that it enables the new association to obtain new savings 
and to supply money for mortgage loans. 

At this formative stage in the development of home loan bank policy it 
is pertinent to inquire what should be the proper practice to follow with 
tespect to rediscounting at a federal home loan bank. Member associations 
can borrow $12 for every dollar of stock owned in the home loan bank. 
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Should funds be supplied more or less continuously to the member instity. 


jons an 
tions or should advances be temporary and infrequent? In favor of a libera| pro 
rediscounting policy it is contended that this makes more mortgage money dollars 
available in local communities and provides the home loan banks with 1935, t 
earning assets which enable them to meet their expenses and pay more ferred é 
satisfactory dividends. The more conservative philosophy is that while the made a 
member institutions should use the facilities of the home loan bank when Joan sh 
needed, they should not be constantly indebted to the bank. It is the policy 31, 19 
of the Federal Home Loan Bank of Portland, with the operations of which by the 
I am most familiar, to discourage constant borrowing. If the demand for The 
local mortgage money exceeds the supply of funds available from local poratic 
savings, member associations have been encouraged to call upon the Home had be 
Owners’ Loan Corporation to purchase full-paid shares. Shares sold to the funds 
Corporation are not preferred as to assets or income over the investments mone} 
of individual share-holders, as is the case with a federal home loan bank supply 
loan. Pending the receipt of funds from the Home Owners’ Loan Corpora- assets 
tion, the association uses the facilities of the home loan bank. When the Local 
investment has been made by the Home Owners’ Loan Corporation the appea 
advance from the home loan bank is repaid and the association is out of debt. Treas 
Experience in the Federal Reserve system, especially in the War and appre 
immediate post-War period, has shown that banks which are continuous Repa 
boarders at the federal table are less able to withstand a strain of business TI 
recession than banks which ‘‘clean-up” their indebtedness frequently and resto 


borrow only to meet temporary needs. This is the proper policy for a redis- 
count agency to pursue. Admittedly it is not as profitable as the practice of 
keeping more credit outstanding. Member institutions may chafe somewhat 
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at low dividends on their stock. It should be possible, however, to educate E 
the officers of member institutions to look upon their investment in home to tl 
loan bank stock as virtually equivalent to a cash reserve. A home financing the 
institution which invests, for instance, $10,000 of its money in stock has a asso 
borrowing power, equivalent to a secondary reserve, of $120,000. Conse- imf 
quently if present dividends of only 1 per cent are paid upon the home adn 
loan bank stock, member associations can regard the investment with com- its | 
placency because of what it saves them by reducing their holding of idle div 
cash. me 

On the whole a conservative borrowing policy has been adopted, although Un 
the writer is informed that there is quite a little difference between the | 
attitude of officers in the several home loan banks in this respect. Outstand- ass 
ing loans to member institutions are now approximately $130,000,000, and ac 
the rated borrowing capacity is $869,000,000. This conservative policy is m 
to be commended and we trust continued. to 


In order to encourage the formation of federal savings and loan associa- 
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tions and to make available through them more mortgage money to local 
communities, Congress in 1933 authorized the Treasury to invest three 
dollars of government money for every dollar of local money. In May, 
1935, the Home Owners’ Loan Corporation was authorized to buy pre- 
ferred and full-paid income shares. From these two sources there has been 
made available approximately $300,000,000 for investment in savings and 
loan shares. Of this amount $156,845,010 had been utilized as of October 
31, 1936, by the associations and $142,455,000 was still subject to call 
by the savings and loan associations. 

The right to call upon the Treasury and the Home Owners’ Loan Cor- 
poration for subscription to stock was very helpful to associations which 
had been on a restricted withdrawal basis when they undertook to make 
funds available to members. In many communities additional mortgage 
money was needed and this method of providing it had the advantage of 
supplying the necessary funds through regular channels. Segregation of 
assets and reorganization of associations has been largely accomplished. 
Local savings are now adequate to meet the needs of most communities. It 
appears desirable therefore to restrict further stock subscription by the 
Treasury or the Home Owners’ Loan Corporation to the funds already 
appropriated and to utilize even those available only when actually needed. 
Repayment should be undertaken wherever possible. 

The insurance of savings and loan accounts has contributed toward the 
restoration of public confidence in these institutions. Insurance of savings 
and loan accounts, like the insurance of bank deposits, is an experiment 
that needs the most favorable possible conditions if it is to be financially 
sound. 

Experience with state systems of bank deposit guarantee has pointed 
to the necessity for rigid supervision of insured banks. It is essential that 
the same policy be followed in insuring the accounts of savings and loan 
associations. Careful examination and limitation of dividends paid are 
important features which should be effectively applied by the Board in its 
administration of the Federal Savings and Loan Insurance Corporation and 
its member institutions. My observation is that some associations are paying 
dividends which are high relative to prevailing interest rates and that many 
members assume that their shares are guaranteed up to $5,000 by the 
United States government. 

It is important that all members or prospective members of an insured 
association be fully informed as to what responsibilities and limitations 
actually attach to share insurance. It should be made clear that the govern- 
ment does not guarantee their investment and that they may be called upon 
to wait some time before receiving returns upon their shares in an insolvent 
association. 
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The modernization credit plan was devised to increase employment in 
the building trades and allied industries. It was intended as a str; 
temporary program; loans were to be made only to the end of 1936, | 
has been twice extended with some modifications and can be safely pro. 


nounced one of the most successful features of the home financing pto- 
gram. 
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Modernization credit has improved employment conditions and I think In 0 
it is safe to say that a great deal of renovating has been stimulated other States § 
than that which has been financed under this Title. Many communities tures is 
have been made “‘housing conscious” by the very active campaign of educi- to July 
tion carried on by the Housing Administration. Experience in handlin ment § 
modernization credit loans has been of sufficient value to bankers to induce for in 
them to continue to make loans which can no longer be insured. In the $530,0 
words of one prominent West Coast banker, “We are going to continue others 
to make loans on ‘Plug In’ electrical equipment although this class of in 193 
paper is no longer eligible (after April 1, 1936) for insurance under Title,” how f 

The Housing Administration is permitted to incur a total liability for influer 
modernization insurance of not more than $200,000,000 on a basis of 20 which 
per cent of the aggregate face amount of loans made by a lending institu- the m 
tion before April 1, 1936, and 10 per cent at the present time. I think it is As 
universally acknowledged by bankers and executives of financial institu- gages 
tions generally that the losses will be almost negligible. respec 

It must be conceded that the conditions thus far have been favorable archit 
for the collection of these loans. Borrowers were rather carefully selected, educa 


one of the conditions being that they had an income at the time the loan bette: 


was made. Anyone who has succeeded in getting through the depression A 
with a steady job and an equity in his home is better than an average risk. This 
If loans of this type had been made in a period of declining employment edne 
and falling values the record might not have been so satisfactory. 
fee 

Under Title II of the National Housing Act there has been inaugurated an 
a system of mortgage insurance which is one of the most controversial Juni 
features of the federal program. It was anticipated by the sponsors of the obli; 
law that it would accomplish three main results: first, stimulate new con- rene 
struction; second, improve housing standards; and third, result in a sounder to t 
mortgage structure. can 

An important purpose of the National Housing Act was to imctease tee 
employment in the building trades and allied industries. The Home 1 
Owners’ Loan Corporation was an emergency refinancing agency and had bor 
not contributed toward new construction when the housing act was rish 
in 1934. Other mortgage institutions were still clearing away the wreckage of 
of the depression and were very cautious about making new loans. It hor 
seemed necessary for the government to adopt a bold policy with respect to be 
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housing finance. Modernization credit provided in Title I made a significant 
contribution to employment and created a demand for building material. 
Title I was expected to encourage new construction by giving to home 
owners the privilege of borrowing up to 80 per cent of the appraised 
value of the real estate, and to lending institutions the advantage of insured 
mortgages. 

In order to assure active co-operation with the program, the United 
States government fully guarantees the principal and interest of all deben- 
tures issued in exchange for defaulted mortgages which are insured prior 
to July 1, 1937. Mortgages insured subsequent to that date have no govern- 
ment guarantee of their debentures. The total number of loans accepted 
for insurance through October, 1936, was 132,414; the amount, 
$530,033,271. Of these, 36.77 per cent were for new construction and the 
others for refinancing existing mortgages. The number of new homes built 
in 1936 will be approximately double that of 1935. It is difficult to state 
how much of the increased building is due directly or indirectly to the 
influence of the insured mortgage program. Some loans have been made 
which would not have been made without insurance but, in my opinion, 
the number is not large. 

A second objective of the law was to improve housing standards. Mort- 
gages can be insured only when the homes meet prescribed standards with 
respect to suitability of the home to its neighborhood, type of construction, 
atchitecture, and other pertinent factors. According to my observation the 
educational campaign of the Housing Administration in the direction of 
better construction standards has been helpful in achieving this objective. 

A third purpose of this law was to create a sounder mortgage structure. 
This is to be accomplished by consolidating the home owner's entire indebt- 
edness in a single amortized mortgage and inaugurating a sounder system of 
tisk rating. Monthly payments include interest and principal on the loan, a 
fee for servicing the mortgage, and the estimated monthly proportion of the 
annual taxes and insurance premiums on the home and on the mortgage. 
Junior financing is eliminated, tax payments are provided for, and the 
obligation is discharged over a period of years without any expense for 
renewal. The greater convenience and safety of the single mortgage plan 
to the borrower are apparent. The fundamental question is whether loans 
can safely be made up to 80 per cent of value when the government guaran- 
tee expires July 1, 1937. 

Thousands of homes have been paid for in the past where the owner's 
bona fide cash investment has been considerably less than 20 per cent. The 
tisk has been taken by the second mortgage holder who, during the days 
of prosperity, made high profits. In the depression of the last five years, 
however, second mortgage companies have been practically wiped out 
because of their heavy losses. Insistence upon better building standards, the 
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use of the single amortized mortgage, and better risk rating may contribute 
toward reducing the number of delinquencies. It is contemplated thy 
insurance premiums are adequate to cover all of the losses, but whether oy 
not this will prove to be true is still problematical. The disastrous exper 
ence of mortgage insurance companies in the decade of the twenties, hoy. 
ever, makes the “‘canny’’ lenders unwilling to rely solely upon insurance 
protection. They have entire confidence in the system as long as it is backed 
by the government but they are keeping their eye on the dead line of July 
1, 1937. When government guarantee is terminated some of the instity. 
tions now making loans of this type will probably withdraw from the field 
or make only such Title II loans as they consider safe without insurance 
In my opinion the mortgage insurance program should be allowed to stand 
on its own feet by terminating government guarantee six months hence in 
accordance with the terms of the present law. At present there is a tend 

by some lenders to insure only those loans which are regarded as risky 
or those which are in excess of the legal limit of the institution. This gives 
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the insurance corporation an adverse selection of risks and increases the It v 
probability that the taxpayers will have to bear the burden of loss. the sy 

When the National Housing Act was passed provision was made under financ 
Title III for the creation of national mortgage associations which were memb 


associ. 
have 


expected to create a market for insured mortgages on a national scale. This 
Title of the law has proved very disappointing since no national mortgage 


associations have been created. In order to provide a mortgage market the Ins 
Reconstruction Finance Corporation Mortgage Company was authorized to past { 
purchase insured mortgages on new construction without recourse upon the only 
original mortgagee. The rate charged by the company is 4.5 per cent giving chart 
the bank or lending institution a differential of .5 per cent. The lending conte 
bank also continues to service the mortgage and collect the fee of .5 pet and | 
cent per annum throughout the period of the loan. but { 
An interesting illustration of this type of financing is found in the a de 
operations of a Seattle bank which has made a great many mortgage loans in July 
Juneau, Alaska. Local capital is not available in the Alaska community and and 
the Seattle bank would not feel warranted in taking the risk on loans made Ir 
at this distance without governmental protection. Under these circumstances syste 
the purchase of mortgages by the Reconstruction Finance Corporation by 1 
Mortgage Company is contributing toward needed building in Juneau. In was 
most communities in the United States, however, there is money available asso 
for good loans and therefore it appears to be unnecessary for the gov- sibl 
ernment to continue to indirectly finance housing in this manner. _ 
wit 

The liberalization of the national banking law with respect to real SOc 
estate mortgage loans and the possibility of banks generally making Title soc 
II insured loans brings the commercial banks into the mortgage field in res; 
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Title II has brought the commercial banks more largely into the hor. onafat 
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, new and more important way than ever before. This increased authority 
has come at a time when the national banks generally are choked with 
excess reserves and searching every possible place for a satisfactory out- 
let for their funds. If they are to develop active savings departments it 
follows logically that they should make real estate loans. The experi- 
ence of many of the banks with mortgage loans during the recent crisis, 
however, was very unsatisfactory, and it is an open question whether a 
sounder mortgage structure will be developed by bringing into the field 
a large number of national banks which are not specialists in the mort- 
gage business. City national banks with fully organized mortgage de- 
partments may do so advantageously. Country national banks may find 
a limited volume of strictly local mortgages a satisfactory type of invest- 
ment for some of their idle funds. The country banker is usually suffi- 
ciently familiar with local property values and the financial record of the 
borrower to make these loans with safety. 


It was hoped by the framers of the Federal Home Loan Bank Act that 
the system would attract to its membership a large proportion of the 
financial institutions holding home mortgages. Provision was made for 
membership of savings banks, insurance companies, and savings and loan 
associations. As a matter of fact, only the savings and loan associations 
have taken an active interest in the system. 

Instead of unification of mortgage institutions the legislation of the 

past four years has apparently had the opposite effect. Before 1933 we had 
only one class of savings and loan associations, those operating under state 
charters. The law which authorized federal savings and loan associations 
contemplated their establishment only where there was a need for thrift 
and home financing agencies. In general, this policy has been followed, 
but the nonliquid condition of the state association made federalization 
a desirable means of rehabilitation. Of the 1,165 associations in operation 
July 31, 1936, it may be noted that 520 were converted state associations 
and 645 were founded as new federal associations. 
In the process of developing a better and more closely co-ordinated 
system of home mortgage banking many associations should be eliminated 
by merger or liquidation. Historically the building and loan association 
was a small neighborhood institution. But the day for that kind of an 
association has passed. Larger and stronger associations will make it pos- 
sible to develop a profession of savings and loan administrators who are 
specialists in the mortgage business. My observation is that Washington 
with about 70 active associations has too many rather than too few as- 
sociations. It is hard for an outsider to see how from 1,000 to 3,000 as- 
sociations can be justified in Maryland, New Jersey, and Pennsylvania, 
respectively. 
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Title II has brought the commercial banks more largely into the hom 
financing field. Approximately 70 per cent of the Title II loans have bee 
made by banking institutions. The advantages and potential dangers of 
this development have been considered elsewhere. The Banking Act of 
1935 makes possible a further development of mortgage departments by 
national banks. The loan limit was increased and mortgages which ar 
included among the assets of a member bank can now be used as ql. 
lateral for direct loans at a Federal Reserve bank under Section 10b. 


guarante¢ 
upon the 
sociations 
propriate 
millions 

associatic 
Savings 
which n 


As things now stand, therefore, we have home financing institutions— The F 
savings banks, insurance companies, and state-chartered savings and loan the publ 
associations—which are operating under state law without any patticip. Josses Of 
tion in the federal program. We have a Federal Home Loan Bank Board account 
and a Federal Housing Administration. To a much less extent the comp J half ab 
troller of the currency and the Federal Reserve authorities are concerned governn 
with home mortgages—those made by national banks. Consolidation of insufici 
the federal agencies appears to be a logical step but may not be politically therefor 
feasible at this time. ably a f 

A proposal to unify home financing institutions suggests more far- most su 
reaching implications than membership of savings banks in the home loan Und 
bank system or consolidation of federal housing agencies. Home mot home f 
gages have long been regarded as a premier investment for savings funds. for gov 
The modern savings and loan association is a thrift institution actively Distres 
competing in many communities with the savings banks. The old title, funds : 
“building and loan association,” has given way to “savings and loan as- assistat 
sociation.’ Mutual savings banks are found in less than one-half of the Title | 
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states and there is little tendency for them to spread to new areas. On 
the other hand, savings departments of state and national banks have 
grown rapidly in the past three decades. Thoughtful students of banking 
have definitely urged the separation of savings from commercial banking. 
The time when this will occur is apparently quite distant. If commercial 
banking is unified under federal supervision and the savings business 
divorced from commercial banking careful consideration should be given 
to co-ordinating the savings and home financing institutions into a single 
system. Even if this does not take place considerable co-ordination of exist: 
ing home financing agencies can be effected. 


Taken all together the government subsidy to home financing has been 
heavy. The Reconstruction Finance Corporation is a wholly government: 
owned institution and its losses if any must be borne by the public. The 
government investment in the federal home loan banks is slightly over 100 
million dollars. In the Home Owners’ Loan Corporation the capital in- 
vestment is 200 millions and the government is also liable through its 
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enough to include a period of business recession with the concomitant d 
clining price of real estate. In the meantime mortgage lendere mav 
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wrantee of the bonds of the Corporation for all losses that are sustained 
upon the 3 billion dollars of mortgages refinanced. Savings and loan as- 
sociations have been subsidized to the extent of 850 thousand dollars ap- 

ropriated to assist in the organization of new federal associations and 150 
millions which has been expended in the purchase of full-paid shares of 
sssociations. The subscription of 100 millions to the capital of the Federal 
Savings and Loan Insurance Corporation is a government investment upon 
which no dividends can be expected. 

The Federal Housing Administration has spent a large sum in making 
the public “housing conscious.” In addition the government is liable for 
losses on Title I modernization credit loans. Fortunately the burden on this 
account will probably be small. There is now an aggregate of more than a 
half a billion dollars of insured Title II loans outstanding upon which the 
government has guaranteed payment if the assets of the insurance funds are 
insufficient to meet losses. Considering the financing of housing as a whole, 
therefore, the government subsidy has been heavy; nevertheless, it is prob- 
ably a fair estimate of the home financing program to rate it as one of the 
most successful of the governmental measures for attacking the depression. 

Under present conditions, however, government subsidy for individual 
home financing is unnecessary. I offer no opinion regarding the necessity 
for government financing of slum clearance or large-scale low-cost projects. 
Distressed home owners have been given relief and there are now ample 
funds available to take care of good mortgage loans without governmental 
assistance. If this is granted, it follows that the government guarantee of 
Title II mortgages should not be extended beyond July 1, 1937, that pur- 
chase of shares of savings and loan associations should be curtailed, and 
that the sale of mortgages to the Reconstruction Finance Corporation Mort- 
gage Company should be limited to special cases where local funds are 
unavailable. The liability on Title I loans has already been reduced and may 
properly be discontinued in the near future. 

In making this suggestion I am aware that there is sharp difference of 
opinion regarding the proper policy to pursue with respect to government 
guarantee of Title II loans. The United States League of Savings and 
Loan Associations is on record against continuing government support 
beyond July 1, 1937. The obvious reason for this position is that the 
majority of Title II loans have been made by competing banks. Administra- 
tor Stuart McDonald has urged extension of the period of guarantee in 
order that a better actuarial basis for insurance may be established before 
the Insurance Fund is required to assume the full burden of payment of 
claims. There is force to his contention but if government guarantee is 
to continue until ‘‘the actuarial basis of the Fund can be firmly established 
from exact mortgage experience tables,” extension must be made for long 
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enough to include a period of business recession with the concomitant d 
clining price of real estate. In the meantime mortgage lenders may be 
inclined to rely too heavily upon government guarantee. 
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Two trends in mortgage financing which deserve special consideration NE s2vings 2 
are the reduction in interest rates and the increase in the ratio of the 


amount of the loan to value of the real estate. The federal housing program Our © 
is in part responsible for both of these changes. Reduction in mortgage in- necessary 
terest rates would probably have come anyway but it may have been brought arrangem 
about more rapidly because of governmental policy. The 5 per cent loan; fa 5" the 
by governmental agencies have set a standard which makes the 6 or 7 per fg OW AD 
cent mortgage seem out of place. It is too much to say, however, that the ae pb!em 
government program has been the primary cause of these lower rates, fmm + “Y © 
With high grade bonds legal for savings banks yielding 3 per cent ot industry 
less and with the income on savings deposits cut in half, lower mortgage If this . 
rates were inevitable even without government pressure. exisUng 

Recently Seattle was given a striking demonstration of the new level There 
in mortgage interest rates by the two mutual savings banks of the city. As fg S98 
a Thanksgiving gift to Seattle home owners, these banks make a blanket 
reduction of interest on all loans within the corporate limits of the city mm Percent 
to 5 per cent. A total of 4,229 loans were benefited by this reduction in Hy ‘° obtat 
rate. At the same time the banks announced that the rate for all new fam idebte 
home loans within the corporate limits of Seattle would be 5 per cent. Hy SY 
The management of the banks expressed real satisfaction over the oppor fm ‘°°: Th 
tunity that was theirs to pass on to borrowers ‘‘the advantage brought about for the 
by a generally lowered interest rate structure.” regard | 


Lower interest rates have been accompanied by an increase in the legal Hi °* Pee 


“ratio of loan to value,’’ especially for lending agencies under the jutis- 
diction of the federal government. The Home Owners’ Loan Corporation 
made loans up to 80 per cent. Title II loans may also be made up to 80 
per cent of value. Federal savings and loan associations may advance 75 
per cent of value. National banks may now lend up to 60 per cent on 
amortized loans. It was necessary for the Home Owners’ Loan Corporation 
to advance 80 per cent of the appraised value in order to give the neces- 
sary relief. Home owners in the past have commonly borrowed as high 
as 75 to 80 per cent of the appraised value of the property through 3 
combination of first and second mortgages. From the borrowers standpoint 
the increased percentage simply means greater convenience, lower cost, and 
less hazard. For lending institutions, especially those entrusted with sav- 
ings funds, this means an added responibility to make sure that only con- 
servative appraisals are made. In the past five years heavy losses have been 
sustained on loans made upon a legal basis of 50 per cent. To avoid future 
losses when loans are made on a higher ratio of value will require mort 
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care in risk rating. There is evidence that the Federal Housing Administra- 
tion is fully alive to this necessity in connection with insured mortgages 
ind is undertaking to work out standards which will eliminate the un- 
sound mortgage. It is equally important that 75 per cent mortgages by 
savings and loan associations be made scientifically and conservatively. 


Our examination of the situation leads to the conclusion that what is 
necessary to raise the standard of housing in America is not better financial 
arrangements but lower costs for homes. The automobile industry has 
given the country good low priced cars. As a result three families out of four 
own an automobile. It is beyond the scope of this paper to discuss the 
problem of building costs but industry and labor should undertake to find 
a way to reduce costs and at the same time give the workers in the building 
industry higher annual incomes through greater continuity of employment. 
If this is done the financing of homes can be easily taken care of by the 
exisiing agencies. 

There is evidence on every hand of the possibilities for improving the 
housing of the majority of our people—urban and rural. Unfortunately 
the cost of modern and attractive homes is beyond the resources of a large 
percentage of our people. To offer easy credit as an inducement for people 
to obtain homes which meet their desires will merely tempt them to incur 
indebtedness beyond the limits which can be safely undertaken. Experi- 
ments with low cost housing projects at public expense may find a solu- 
tion. There will doubtless be some place in this country for charity housing 
for the least privileged groups but it is contrary to the American ideal to 
regard this as the proper solution of the housing problem for the mass of 
our people. 
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SOME ECONOMIC IMPLICATIONS OF MODERN HOUSING that the | 
By CHARLES F, LEwis build hou 
The Buhl Foundation 
One w 
More words have been written and spoken on housing in Ametica ip and of t 
the past four years than in the previous forty. If a nail could have bee however, 
driven or a brick laid for every word, or a house built for every speech or factor of 
article, we should have accumulated in the past four years enough housing tions. Pe 
to meet our needs for the next half century. Henry Wright, serious student tumult 
a year or two before his recent death regretfully remarked that housing had evaluate 
become merely a form of oratory. movemet 
Yet all this discussion indicates a real and growing interest in housing investors 
and a desire for better housing on the part of large numbers of people. What 
This growth of interest is not accidental. It springs from a developing all that 
public recognition that much of our housing is bad. is no ge 
This recognition, which appears to have come to a head in the past statemer 
four years, arises from a number of viewpoints. million 
First is the social work viewpoint of housing, so well expressed over Whethe 
the last quarter century or more by such leaders as Jacob A. Riis and Jane our peo 
Addams. The evils against which they cried out almost a generation ago human 
are yet largely uncorrected. Man} 
During this same past quarter of a century there has developed, mote- cally th 
over, a scientific point of view, symbolized by the town planner—a con- far as I 
bination of engineer, architect, and social scientist—and by developing, ments « 
planning, and zoning systems. all the 
Again since 1930 a financial viewpoint has demanded that something bad. TI 
be done about housing, a viewpoint arising from the recent mistrust of depend 
real estate as an investment and by demand for sounder procedures than deed, 
those of the old-time short-term mortgage and the speculative subdivider penden 
and builder. ts 
In the meantime returning travelers from Great Britain and Europe problet 
have brought news of important housing developments abroad, first of the that we 
garden cities of Britain and now of the highly socialized experiments of some < 
Frankfort, Vienna, and other important cities. that w 
In the past decade a few strikingly successful demonstrations in America insanit 
have afforded patterns for action which seem to offer a point of crystalliza- impor 
tion for this cumulatively developing opinion. iicite 
During the depression a so-called economic point of view on housing great ¢ 
came to the forefront. It was widely argued that the federal government, In gre 
by pouring billions of dollars into the field of slum clearance and hous- neigh 
ing construction, could end the depression and start an upward spiral. Th 
Disregarding the possibility that private initiative might be paralyzed by — 
large-scale subsidized governmental operations and the further probability less 
190 American Economic Association 
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that the taxpayer might be bankrupted in the process, the people who 
build houses with words instead of with bricks blithely proposed grandiose 
«hemes in the name of a kind of boot-strap economics. 

One worthwhile result of all the discussion, of all the public interest, 
and of the current building by government and private demonstrators, 
however, has been to point out the importance of housing not only as a 
factor of social importance but as one of far-reaching economic implica- 
tions. Perhaps now, while there is a momentary surcease in the din and 
tumult of conflicting propagandists, a reasonable opportunity is offered to 
evaluate some of the implications of the housing problem and the housing 
movement which may reasonably engage the attention of economists and 
investors. 

What is the extent of bad housing in America? It must be apparent to 
all that we have no measure of the evil and the need, and probably there 
isno general agreement upon a yardstick by which to measure them. The 
statement has been made frequently that one-third of America’s thirty 
million families live in homes below a minimum standard of decency. 
Whether that estimate be true or false, the fact remains that millions of 
our people reside in quarters which, by modern standards, are unfit for 
human habitation. 

Many attempts have been made in specified areas to measure economi- 
cally the cost to our municipalities of slum areas and slum families. So 
far as | know no one has succeeded absolutely in segregating the two ele- 
ments of this cost. Certainly it is clear to the unemotional observer that 
all the burden will not be lifted merely by substituting good housing for 
bad. The mere provision of better shelter will not raise the substandard, 
dependent family to a level of economic independence and self-support. In- 
deed, subsidization of shelter may, in many cases, merely confirm de- 
pendency. 

It is when we turn our eyes to broader implications of the housing 
problem and for the moment away from the individual families concerned 
that we are able to stand upon sounder ground in our endeavor to evaluate 
some of the economic factors presented by the housing problem. It is then 
that we recognize that the housing problem is not merely one of replacing 
insanitary or unhealthful dwellings for large numbers of our people. More 
important, it involves the whole problem of progressive neighborhood de- 
cay, which for years has been eating like a cancer at the heart of every 
great city in America. The victims of this cancer are not only slum dwellers. 
In greater number these victims are taxpaying, home-owning families in 
neighborhoods from humble to well-to-do in all parts of the country. 

The modern city is an association of neighborhoods, however close or 
loose, however well planned, badly planned, or unplanned, but neverthe- 
less neighborhoods with recognizable elements of individuality in com- 
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been made and some of the things that may yet be done within the capital- 
istic frame. 
_ The first and best known of currently tried devices against neighborhood 
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I do not ask today that you consider this subject as important from any tions desi 
viewpoint other than that of sound economics and good business. Other In a reali 
speakers at other times may talk about the civic and social and humani- to zone. | 
tarian aspects of the problem. These aspects are important. But they are sent, in 
dwarfed in their present challenge by economic considerations which di- The most 
rectly affect the pocketbooks of every urban real estate taxpayer, renter, borhood 
or owner in the United States. The utm 
The expansion of transportation facilities and the progressive decay aflord a 
of urban residential neighborhoods together have been draining our cities districts. 
of population and taxpaying capacity. It is no longer important to argue conditior 
over cause and effect. It matters not whether blight has come to urban A sect 
neighborhoods because of departure of families attracted by motor roads found ir 
and automobiles to the suburbs and beyond, or whether the insistent spread deed res 
of blight has forced these families against their will out of districts con- cation af 
venient to the cultural and business centers of the city. The fact is that designec 
blight has spread with alarming speed from neighborhood to neighborhood capable | 
until today every city contains large areas virtually abandoned by families Recog 
capable of sustaining themselves and of bearing their share of the cost of of sugge 
local government. A continuance of present trends threatens further heavy to orgat 
curtailment of tax revenues and eventual municipal bankruptcy, and thov- vironme 
sands upon thousands of broken hearts. so desit 
The improvement of depreciated neighborhoods and the development ment of 
and protection of good neighborhoods are, therefore, one of the most im- tractive. 
portant problems to which any city today can address itself. themsel 
It will be recognized, of course, that the details of the problem of legislat 
neighborhood development and protection may differ in the newly built ever, at 
neighborhood and in the old, established, or partially blighted, neighbor- ing, it 
hood. I would like to invite your attention today to three approaches to commu 
neighborhood deevlopment and protection, each quite different in its ists rat 
method and spirit. much t 
I shall not dignify with discussion the proposals of the boot-strap school The: 
that the government, by a tremendous outpouring of subsidies, should at- ment— 
tempt to solve an age-old problem overnight and in so doing confirm for have t 
generations yet to come the dependency of large groups in our population neighb 
who were caught in the recent economic maelstrom. The situation is not founde 
so hopeless that it can be satisfactorily solved only by immediate socializa- indivi 
tion. Without in any particular way defending or apologizing for the de- of our 
linquencies of private initiative and private capital in the housing field, _ 
let us endeavor to look realistically at some of the proposals that have which 
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capitalistic in its philosophy and in its implications. Whatever genius 
the American people have displayed in their economic or political instity. 
tions has been founded in the capitalistic philosophy. And any failure 


been made and some of the things that may yet be done within the capital- 
istic frame. 

The first and best known of currently tried devices against neighborhood 
depreciation is zoning, which depends upon law to enforce certain regula- 
tions designed to protect neighborhoods. Zoning is yet comparatively new. 
In a realistic sense it has not really been tried. We have merely pretended 
to zone. Our zoning laws, in general, are utterly inadequate. They repre- 
sent, in most cases, merely a poor compromise of conflicting interests. 
The most that they seek to accomplish is to stop or retard the rate of neigh- 
borhood blight and they do this ineffectively and apologetically, if at all. 
The utmost that can be hoped from zoning, as we now know it, is to 
afford a little, but not enough, protection to existing conditions in old 
districts. Ordinarily, we cannot now hope at all for the improvement of 
conditions through the zoning method. 

A second approach to the problem of protecting neighborhoods is that 
found in co-operation of property owners. The most familiar form is in 
deed restrictions in new subdivisions. This method is restricted in its appli- 
cation and in its life. Ordinarily it has been applied only in neighborhoods 
designed for limited economic groups. Again, while it protects, it 1» in- 
capable of effecting the improvement of established districts. 

Recognition of these limitations has led recently to strong sponsorship 
of suggestions for state legislation to give local neighborhoods the power 
to organize for purposes of property protection and improvement of en- 
vironment. These local neighborhoods would be given the power, if they 
30 desire, to plan and control their own further development by agree- 
ment of property owners. In its philosophy and purposes this plan is at- 
tractive. It is argued that it is better for citizens, by agreement, to do for 
themselves what is clearly in the general interest than to have such action 
legislated upon them by authority. Human nature being what it is, how- 
ever, and diversity of individual interests being so complex and conflict- 
ing, it is difficult to predict with confidence any large achievement through 
community co-operation. Essentially the American people are individual- 
ists rather than co-operators. Voluntary co-operation is something that is 
much talked about and seldom materializes. 

These respective approaches to neighborhood protection and develop- 
ment—first, by zoning control, and second, by neighborhood co-operation— 
have thus far failed to halt or greatly retard the depreciation of urban 
neighborhoods. They have failed, it seems to me, because they are not 
founded in the essential American philosophy. They give no play to that 
individualistic daring and leadership that have been the foundation stones 
of our achievement. 

I would like to suggest a third approach to this problem—an approach 
which I submit to you as worthy of consideration, one that is frankly 
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neighborhood developments must, of course, be large enough 
9 provide socially integrated communities and, in general, the larger they 
_. within the limits of the market, the more secure they are from an in- 
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capitalistic in its philosophy and in its implications. Whatever genj 
the American people have displayed in their economic or political instity. 
tions has been founded in the capitalistic philosophy. And any failure 
to provide well-planned cities of protected residential neighborhoods hus 
not been because of too much capitalism but because capitalistic abilities and 
methods have not been applied to the problem. 

If we analyze any blighted area we may discover more than one cause of its 
decline. The fundamental cause, however, lies in the multiplicity of land 
holdings, the lack of any centralized strong control, and the fact that no dis. 
trict can be stronger than its weakest member family, financially and other. 
wise. Invasions of all sorts creep in. There are invasions of bad architecture, 
invasions of objectionable use, invasions of undesirable residents, and 
invasions of foreclosure. The stronger holders become discouraged and 
leave. New individuals and new groups come in, each of a successively 
lower social and economic level. In short, the district is abandoned from 
the moment the first holder gives up hope. If we look around our cities 
we see that this sort of thing has happened over and over again. The Com- 
mittee on Large-Scale Operations of the President’s Conference on Home 
Building and Home Ownership in 1931, after a year of research and 
study deplored the fact that ‘the unit of housing during the past fifty 
years has been chiefly the individual free-standing house . . . all of our 
housing methods have been handicapped by the fact that this unit has 
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been accepted as a pattern and standard. Our houses retain the form and Trans] 
construction methods of an out-of-date period of handicraft production, velopme: 
when a single owner created one unit at a time.” petiod 

The fundamental reason for this situation is that capital, in the main protectec 
busied with building up great enterprises of industry and transportation in district ¢ 
the years of rapid national growth and expansion, has neglected the hous- mainten 
ing field and left it largely to the speculator and the jerry-builder. perman¢ 

Now that America has reached maturity and is concerned with prob- guarant 
lems of intensive rather than extensive growth, it would seem that capital use reg: 
is frankly challenged to recognize the investment possibilities of housing short, t 
in neighborhood building. Even casual investigation should convince seti- maintai 
ous-minded capital of three things. First, speculative motives have domi- happen 
nated housing too greatly heretofore, and secure housing is impossible if Such di 
either the builder or the buyer is gambling with the property. Second, The 
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one way to achieve protection for urban residential neighborhoods is to 
build it into them, to build neighborhoods as large-scale planned com- 
munities from the ground up in one operation, designed to be owned and 
managed over a term of years on a sound income-producing, rental basis. 


Third, that neighborhoods so built, properly mainatined and intelligently The 
managed, offer an attractive medium for the secure investment of funds cussed 
with a safeguarded, adequate return. invitin 
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such neighborhood developments must, of course, be large enough 
9 provide socially integrated communities and, in general, the larger they 
re within the limits of the market, the more secure they are from an in- 
estment standpoint. 

Chief security to the owner in the large-scale neighborhood lies in the 
fact that living conditions are much more attractive than those to be 
found elsewhere in neighborhoods built hit-or-miss and helter-skelter, so 
that there can be assurance of a long waiting list from the day the first 
brick is laid. This certainty has been already sufficiently demonstrated to 
indicate the strong probability that houses and apartments in such neigh- 
borhoods, if well managed, could be made to command premium rentals. 

The advantages of the planned, large-scale rental communities to the 
resident are clear. The family is not required to assume the perils of home- 
ownership. The individual resident need not be concerned lest a neighbor 
may not maintain his lawns, because all lawns are maintained by the 
management. He need not be concerned lest a socially undesirable family 
move next door, because a careful, but sensible, scrutiny of applicants for 
homes assures good neighbors. He need not be concerned lest life savings 
may be wiped out by foreclosure in a day of adversity; he knows that if 
worst comes to worst he will have a sympathetic hearing from a manage- 
ment willing and able to find another desirable tenant who will assume 
his obligation of lease within a reasonabe time. 

Translated into terms of ownership interest all this means that a de- 
velopment of this type, which is to be held in a single ownership over a 
period of years and motivated by sound investment purposes, will be 
protected from many of the perils of irvasion that beset the ordinary 
district of single family homes owned by many separate owners. Physical 
maintenance of all the properties, under large-scale operation, can be 
permanently guaranteed. The quality of the community socially can be 
guaranteed. The district can be protected from invasions of undesirable 
use regardless of the adequacy or inadequacy of city zoning systems. In 
short, the districts, if large enough, and if wisely administered, can be 
maintained against neighborhood depreciation regardless of what may 
happen in other parts of the city. Such districts cannot become obsolete. 
Such districts will not cease to be taxpaying civic assets. 

The planning, ownership, and management of these enterprises invite 
organization ultimately upon a national scale, and the spread of holdings 
in many cities will confirm the security and the stability of the invest- 
ment. Such companies will attract and hold the finest site planning, archi- 
tectural, and engineering advice in the country. 

The building of such large-scale housing enterprises as we have dis- 
cussed offers not merely new areas for capital investment, but opens up 
inviting fields for completely integrated, nationally operating, home-build- 
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ing companies, capable of applying to large-scale construction sound or. 
ganization procedures and management policies. Such companies are qj. 
most certain to be a development of the comparatively early future. In time 
they will come te control quarries, brickyards, forests, lumber mills, and 
a wide range of material and equipment factories. 

Here, then, is a new industry waiting to be created, an industry 
of producing billions of dollars in construction annually, able to stabilize 
year-round employment for a large part of the building trades, and com- 
petent to make a major contribution to economic and social security in the 
building of cities for the new day, cities composed of residential districts 
built and kept blight-proof by the application of principles tested and 
proved in other industries and other investment fields. 

To the encouragement of private enterprise in the cultivation of this 
field, so new and potentially so productive, the federal government can 
contribute powerfully, particularly through the pattern of insured mort. 
gages already afforded by the Federal Housing Administration. 

This agency is already rendering invaluable services in emphasizing the 
investment character of this type of city building. It is qualified to render 
even larger services in the field of research and financing. It should have 
the whole-hearted support of all business men and economists who may 
not yet be ready to scrap what we have been long proud to call the Ameri- 
can system. 

This program is submitted as one answer to the question of how are 
we to build blight-proof and slum-proof residential districts in the future. 

Another question properly asked is, how can we eliminate our present 
bad housing’? We have now no effective machinery for doing so. State and 
local laws are inadequate. The answer suggested by the sentimentalist is 
that the government acquire the slums by condemnation, tear them down, 
and build new housing for slum dwellers on the site. The possible social 
and economic effects of such a program need not be discussed here. Be- 
cause it is impractical and visionary for the government to enter upon 
great programs of new housing for slum dwellers it does not follow, 
however, that it is impossible for the government to eliminate the slums. 
Much confusion upon these problems arises from the fact that in many 
minds they seem to be inseparable. In reality, there is no essential relation- 
ship between them. The problem of eliminating slums is one problem. 
The problem of providing new housing is another. The local governments 
may properly undertake to clear slum areas. Certainly they should provide 
adequate legislation and adequate enforcement to compel the razing of 
insanitary and unsafe dwellings or even of whole areas in which housing 
is dominantly insanitary and unsafe. Such a program at this time would 
do much to stimulate the building by private industry of new communt- 
ties, not for slum dwellers, but for persons in income groups who can 
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,flord to rent present-day, low-cost housing. Into the acceptable, second- 
hand housing vacated by such persons, the dwellers in present unsafe 
dwellings would move, aided, if necessary, by cash payments from public 
funds for rent relief. 

In summary, the suggested program is four-fold: first, let business en- 
courage more adequate zoning legislation; second, let the governments 
destroy slum housing; third, let the Federal Housing Administration be 
strengthened as an agency for research, stimulation, and financing of large- 
scale operations; and, fourth, let private capital, on a sound investment 
basis, build large-scale planned communities designed to be managed as 
income-producing properties which are inherently as nearly blight-proof 
as is possible to contemplate. 

In other words, let the government and private capital actually apply 
the principles and methods of capitalism to the future building of our 
cities. 

Now, I know it will be said that business will not do its part in such a 
program. It will be said that capital never has treated housing as an in- 
vestment, and has learned nothing in the late unpleasantness. Such counsel 
is uninformed. There are already substantial signs in the sky that American 
capital is alert to this opportunity and it is almost a certainty that the 
next few years will produce convincing evidence of this fact. 

It is submitted that such a program is distinctly American. It is evolu- 
tionary, not revolutionary. It follows natural economic laws rather than 
supernatural political panaceas. If such a program can be partially realized 
in the next generation in America, it will be because we prefer a social- 
ized conscience to a socialized state. This program can be realized. But 
there must be patience and a recognition that blights accumulating over 
generations cannot be wisely nor lastingly corrected overnight. Moreover, 
there must be faith in America as well as in our planning and housing 
ideals, and a recognition that sound progress can come, not through pro- 
grams founded in the shifting sands of political expediency, but only 
through programs rooted in a philosophical basis soundly democratic and 
wholly American. 
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MANAGED CURRENCIES 
JAMES WASHINGTON BELL, Chairman 


The discussion of managed currency centered largely upon the three Papers of 
Professors Hansen, Ohlin, and Williams, and these gentlemen were present tp 
defend and explain their views. The feasibility and methods of control of the er. 
ternal value of national currencies were emphasized, though it was pointed ox 
that no action affecting exchanges could be taken which would not at the say 
time react upon domestic monetary conditions, and that efforts to attain 
independence present no less complex problems of internal adjustment. 

International collaboration through management of exchange equalization funds 
was proposed as a means of making the gold standard workable. Professor Han. 
sen was asked if political agreement would not have to precede monetary «- 
operation. He took the position that such problems remain almost insuperable 
until all nations do agree, and such agreement would have to include authoritarian 
as well as democratic nations. Dr. C. O. Hardy added that there must be a will 
to collaborate, also, that the distinction involved as a basis of collaboration is not 
between authoritarian or democratic, but rather between gold holding and non. 
gold holding nations. Professor O. M. W. Sprague raised the objection that mer 
agreement does not solve the problem. It is necessary to know how and when to 
manage, as well as being politically able to manage. (Incidentally, treasuries are 
no more likely to have better managers than central banks.) He cited the example 
of Great Britain discovering tardily that recovery by means of exports was not 1 
feasible policy, but when she centered her attention on home consumption, te 
covery followed. 

Professor Williams contrasted conditions at the time of the London Econom 
and Monetary Conference in June, 1933, with the situation in September, 1936, 
when the Tri-partite Agreement was entered into by the United States, Great Bri: 
ain, and France. No co-operation was possible in the former instance when sub- 
stantial gold holdings were lacking, but in the latter case the nations involved have 
gold and they may be expected to live up to this agreement. The basis of col 
laboration is not so definite as to be impossible. It is very general, yet there is n0 
doubt about the direction of the move. It is an effort to devalue a currency without 
setting into motion a series of devaluations. Professor Melchior Palyi called 
the Tri-partite Agreement a new gold bloc and suggested explanations which 
prompted the participants to engage in it. Dr. Thomas Balogh maintained that 
the success of this agreement is bound up with the political and economic fate 
of the countries involved. Their rearmament policies must be dropped lest a run 
on domestic currencies cause exchange rates to break. 

Professor Fritz Machlup asked if the gold stabilization funds should serve 
cushions to absorb the shocks of gold movements on domestic economy. This 
seemed to be the concensus. Professor Marcus Nadler asked if we are not making 
too much of a fetish of gold and suggested that we might obtain co-operation 
without fixed gold prices of our currencies. Both Professor Williams and Pro- 
fessor Ohlin agreed that it was theoretically possible to co-operate without the 
use of gold, but that in practice gold is necessary to avoid the complicated settle- 


ments which would be necessary without it. The ability to convert exchange bal. 
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ances into gold at a known price is also conducive to confidence and therefore 
to stability. Without gold we would have to rely upon detailed credit agreements, 
easily and quickly broken. Nations are not willing to risk loss in the exchange 
market, and it is very reassuring to be able to use gold as an international means 
of payment, especially in order to check flights of capital. The most potent argu- 
ment for maintaining the gold standard, according to Dr. Ohlin, is that it gives 
liquidity to the country possessing it and facilitates the settlement of international 
balances which would otherwise involve very complicated adjustments. He agreed 
with Professor Williams that the crux of the problem is to have internal control 
of such a character that international disturbances will be prevented from exer- 
cising their usual repercussions. Dr. Ohlin emphasized the fact that internal con- 
trol in large countries is more important than foreign exchange control but also 
more difficult, and he agreed with Professor Sprague that such control is more 
than a monetary problem. 

Professor Sprague pointed out that excessive development in local investments 
is probably a more important cause of disequilibrium than international capital 
movements. We need qualitative control of credit and ability to change the direc- 
tion in the use of capital. Stability cannot be maintained merely by keeping interest 
rates low. Price rigidity, even more than Professor Hansen's labor cost rigidity, 
serves to prevent capital from going into new directions when the old are over- 
done. Business men are too eager to put up prices before recovery gets well under 
way. Trade association activity and business men’s policies are more at fault than 
are wage earners’. (This criticism was applied to the United Kingdom as well as 
to the United States.) The business man continues to deal unintelligently with a 
depressed situation and receives the aid of bankers in financing large apartments, 
for instance, instead of realizing that overdevelopment and unprofitable indebted- 
ness exists in this field. An early check to such investment would prevent costs 
from rising and depression would not follow. Dr. Rufus Tucker agreed that in- 
vestors continue to place their money in familiar channels, but put partial blame 
upon the banking “‘set-up” for the overexpansion of certain markets, since some 
types of investments are “legals” for banks and insurance companies because of 
their liquidity or other qualities. He suggested revision of the laws so that all 
investments might be made to stand on the same competitive basis, thus eliminat- 
ing an artificial supply of investment capital for certain uses. 

Professor N. J. Silberling suggested that present monetary and exchange dis- 
turbances are due to changes in fundamental trends involving capital movements. 
He pointed out that pre-War capital movements were largely centralized, one-way 
movements from London, but that at present we have competing aggregations of 
capital machinery, both European and Oriental, and furthermore, that raw ma- 
terial countries no longer afford the same outlet for capital and some countries, 
like Germany, are even making their own raw materials by synthetic processes. 

In the pre-War gold standard system gold movements served as an index of 
international balances. This is no longer true, since many factors prevent inter- 
national disturbances from having internal repercussions. According to Dr. Leo 
Pasvolsky gold movements are still a valuable indicator of price maladjustments. 
The teal difference between the post-War and pre-War systems is simply that 
‘apital movements and the like are more complex today. Gold flow has not lost all 
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significance but it is not allowed to be the only indicator that furnishes the firs 
sign of maladjustment; yet when it appears, it is time to start control stabilization 
policies. The stabilization processes should be distinguished from the Maintenance 
of parity problem. Nobody wants flexible exchanges. A fixed gold basis with bullion 
redemption would be much more desirable. Maintenance of stable rates has much 
broader implications than the stabilization processes and takes us far afleld from 
government and central bank monetary policy; it concerns the whole economi 
system. The Tri-partite Agreement was considered by Dr. Pasvolsky as a significant F or the 
precedent permitting necessary devaluation for once without setting into motion Ime fcierence 
sequence of reprisals. under the 

Professor J. P. Young called attention to the “pegged” exchanges during the MM ualism in 
War and asked why short-term fluctuations could not today be covered by credit in HB money, t 
the same way. Professor Ohlin agreed that the stabilization funds should be used bargainin 
to offset erratic movements of capital but believed that this would also aid in the deve 
stabilizing long-term fluctuations. the impc 

Professor L. L. Watkins asked if the central banks might not later take over eon of 
the functions of administering stabilization funds. At present there is separation of 

electrical 
authority and control of the internal reserve of the country by central banks and of r 
the foreign exchange equalization funds by the Treasury. Professor Williams indi- speaking 
cated that problems of external and internal controls cannot be separated, that they Such é 
are aspects of the same problem. The development of equalization funds under Hi long yea 
the control of the Treasury has been accidental. The Treasury does nothing which fim chart. If 
central banks could not do. It would be an advantage to have the control of internal HM standpot 
and external adjustments in the same hands, since more appropriate policies could apparent 
be pursued with regard to the relative emphasis desired on foreign exchange HM statistici: 
stabilization (which is more important in countries depending largely upon for- On a 
eign trade) or upon internal credit management (which should be emphasized in Hil ¢,+.ceact 
self-sufficient countries). The question of reconciling internal and external control 
might conceivably be either a political or a banking function. 

Summarizing his position, Professor Williams suggested that it may be possible ample ¢ 
to offset the consequences of short-term capital movements by the new “steriliza- should 
tion” plan recently announced by the Treasury, and that long-term capital move- i will ass 
ments might be made subject to control of specific issues, and that both of these personn 
devices should be used before varying the exchanges. The management of flexible HMM for rect 
exchanges is so difficult that it should be used only as a last resort. 

Problems of domestic money management, such as the possible credit inflation 
on the present monetary gold base, the banking system as an instrumentality of gov- It is 
ernment financing, the relationship of government debt to 100 per cent money ment e 
and to Social Security funds, the commodity dollar as a method of money con- 
trol—these topics were not discussed. They would prove fruitful subjects of an- 
other round table. 
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A CRITIQUE OF FEDERAL PERSONNEL POLICIES AS 
APPLIED TO THE PROFESSIONAL SOCIAL 
SCIENCE POSITIONS 


By E. MOSHER 
Syracuse University 


For the purpose of providing a setting for the topic under consideration, 
reference may be made to the changing rdle of government in American life 
under the following three headings: the progressive delimitation of individ- 
yalism in business and financial fields as exemplified by new controls of 
money, banking, security issues, utility holding companies, of collective 
bargaining for labor, of unemployment insurance, of farm products, and 
the development of water power; the assumption of responsibility for 
the impoverished, the physically handicapped, and the aged; the pro- 
vision of more comprehensive data on business and agricultural activities, 
electrical production, sales and rates, and other activities which, broadly 
speaking, concern natural and human resources on a national scale. 

Such are the debits or credits—as you choose to look at them—of ‘‘four 
long years.” They are the outward evidences of a new governmental sailing 
chart. If the conduct of the above functions is to be viewed from the 
standpoint of those called upon to administer them, it will be at once 
apparent that the social scientists, and particularly the economists and 
statisticians, have a mew place in the governmental sun. 

On account of the pioneering character of these new duties, and their 
far-reaching significance both for present and future stability and well- 
being, no one will dispute that men and women of sound training and 
ample capacity should be enlisted for the public service, and that they 
should be chosen with the aid of a discriminating selective process that 
will assure at least reasonably satisfactory quality. In our critique of federal 
personnel policies we shall, therefore, turn first to the prevailing policies 
for recruiting and placing new employees. 


I. Recruitment and Placement Policies 


It is our purpose to analyze somewhat critically the methods of recruit- 
ment enforced by the federal Civil Service Commission, for with the ex- 
ception of a few exempted units of government and a number of experts 
of specialists in mon-exempted units, the typical recruit into the services 
under review must pass through the gateway over which the Commission 
stands guard. 

Let me say in advance that I approach this topic in the spirit of sympathy 
ind, I trust, understanding. It is my personal opinion that the present 
Commission is seeking to do a better job and to do it with a far broader 
petspective than any of its predecessors. But it is also my belief that it 
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has inherited a routine that should be critically reviewed and modetnizg, 
and that it is, as is every other civil service commission in the Be coutine « 
woefully underfinanced for the handling of the duties assigned to i, executed 
Many, if not most, of the shortcomings of which I shall make mention x federal c 
due to the fact that legislators constitutionally look upon the civil servig 


graduates 


actively 


commission as an unwanted stepchild. In the 

The recruitment procedure may be broken down into the follow the Con 
steps: (1) publicity for applicants, (2) examinations, (3) setting up ¢- small fi 
gible lists, (4) certification and appointment, (5) extension agents, would 1 


1. Publicity for Applicants. Commissioner Leonard White has recently 
stated that 29,000 announcements of an examination for a professioni| 
position were posted or forwarded to selected institutions or departments, might b 
On the face of it, this would seem ample publicity. Its adequacy, however, HB yjtimat 
is to be measured with reference to the extent to which university advisory Furtl 
officers and departmental heads on the Commission’s mailing list pay heed by ext 
to the announcements and encourage their qualified students and graduates HB jetwee 
to submit applications. Although the prestige of the federal service has HM the ex 
markedly risen in the depression years, it is doubtful whether most of class 
those in positions to influence students are likely to do more than pos those 
incoming announcements of impending examinations on departmental bul- 
letin boards, while many of them consign such bulletins to the waste 
paper basket without more ado. It might be enlightening if the Commission 
would forward a check-list on a return postcard requesting information a 
to what their correspondents actually do on the receipt of announcements 
of examinations. The results of such an inquiry might prompt the Com- 
mission to delete many names from its mailing lists, or enable it more 
clearly to envisage the job of securing the attention and active interest 
of those best fitted to act as recruiting agents. Such a checking up, at least 
on a sample basis, is dictated by the practice of those engaged in com- 
mercial advertising on a large scale. 

It might be well to take a leaf out of the book of a former Wisconsin 
commission which, under the slogan, “The Best Shall Serve the State,” 
adopted the following policy. Representatives of the commission toured 
the high schools of the state. They were equipped with photographs, lantem 
slides, and interesting exhibits, to inform the students of the career op- 
portunities in the state service. As a consequence of this campaign, both 
the number of recruits was increased and their quality improved. 

The federal Commission, like any other employment agency, is compet: 
ing for quality in the employment market. No one will dispute that the 
federal enterprise now calls for quality of a high order. But in view of the 
past bad odor in which governmental employment has stood and despite the 
progress that has been made during recent years, it can hardly be taken for 
granted that either the advisers of students or the better class of students and 


engaged 
ing ope 


A Critique of Federal Personnel Policies 201 


praduates on their own initiative are going to be stimulated to act by a 
routine announcement or two. A systematic, well-conceived, and well- 
executed publicity program is clearly indicated if real merit is to flow into 
federal channels, particularly after private enterprise hits its stride and more 
actively competes for ability and capacity. 

In the interest of improving its recruiting procedure it is proposed that 
the Commission should have sufficient funds to enable it to maintain a 
small field force of well-qualified recruiting agents whose primary task 
would be to make direct contacts with college and university authorities 
engaged in advising both graduate and undergraduate students as to promis- 
ing openings. By such means a corps of discriminating recruiting agents 
might be built up which would aid in the task of preliminary selection and 
ultimately raise the general level of applicants. 

Further, the Commission might easily improve its present procedure 
by extending the three or four week period that customarily elapses 
between the original announcement of an examination and the giving of 
the examination. Obviously this interim is all too short for the better 
class of candidates who are not chronic examinees, to say nothing of 
those living in sections of the country remote from Washington. It is 
conceivable that under these circumstances the Commission may have fair 
competition but the quantity and quality of applicants may be restricted 
because of the above policy which is probably pursued in the interests 
of economy. 

2. Examinations. In the matter of examinations the most serious short- 
coming of the present procedure is the reliance placed on non-assembled 
examinations, except for the lowest of the six professional classes. Such 
examinations consist of a comparison of records and possibly of the publi- 
cations of candidates. From the technical point of view there is no reason 
why written examinations might not be devised for testing candidates in 
all but the two or three highest classes of positions in the professional 
category. That this is not done is doubtless due to the lack of funds. 

Furthermore, in rating the candidates for the five upper classes, evidence 
goes to show that all too little discretion is used in evaluating experience 
or achievements with reference to the prescribed standards. This may be due 
to the Commission’s desire to rate on some quantitative basis, as for 
example, length of experience. By way of illustration, a former chief of a 
personnel unit was disqualified on the ground that he lacked two months of 
experience in a given type of work whereas two of his former subordinates 
who had continued in office ranked well up on the list. No consideration was 
given to the greater responsibility which had been carried by the disqualified 
candidate. 

Then, too, it is reported that when teaching experience or the holding 
of degrees is specified as a possible prerequisite consideration is not given 
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to the relative standing in the academic world of the institutions with whic, 
the competitors may have been connected. Three or four years on the 
Harvard faculty may, for example, be rated as of equal value to three o; nothing 
four years on the faculty of a small institution of mediocre academic stand. any deg 
ing. The same stricture applies as to the value of degrees earned by different The! 
candidates in institutions of varying ranks. In other words, the tend aie 
appears to be to avoid the exercise of discretion and to hold more or less anne 
rigorously to the letter of the requirement. er 
Such a policy, leading to an emphasis on mechanics as opposed to merits — 
is probably to be ascribed to a considerable extent to staff limitations rene 
In support of this position one needs only to refer to the Commission's the risk 
pay rolls, where it appears that there were but three examiners assigned vs 
as of December, 1936, to economics and social economics, two of whom how 
received $3,800 and one $3,200 per year. But one of these has a doctorate ae 
and that in geography. It is further understood that the head of the Exam- —_e 
ining Division handles examinations for the higher professional grades when urged 
the number of candidates is limited. A special examiner is also available for wie 
gtading the papers of agricultural economists. It is nothing less than incon- woe. 
ceivable that so restricted a staff can begin to carry the burden of examining aren 
applicants in the above named fields, even with such advice as may be A . 
secured from appointing authorities. The character of this burden is partially _s 
revealed in the examination statistics. For example, there were 1,000 oe 
candidates in the examination for agricultural economist in 1935, 826 candi ae 
dates for social economist in the same year, 2,106 for economist in 1936, — 
and 1,155 for the statistical service in 1935. Even a cursory review of the of ” 
volume of papers and correspondence accumulating in connection with so wae 
many applicants necessitates the aid of assistants in the examining division aie 
who lack the requisite professional background and judgment. aye 
In view of the reliance placed on non-assembled examinations, a word i 
is in order concerning the application for appointment which serves as = 
the primary basis for rating candidates. The form used for this purpose . 
(Form 8) is devised for all types of positions and falls far short of provid- wee 
ing the information necessary for the special classes concerned. = 
The printed questions are of so general a character and the space for = 
replies so limited that in only the exceptional case would the examiner » 
be able to secure a fairly reliable picture of the applicant’s training and wi 
experience with respect to the position for which application is being made. -_ 
Lack of discriminating questions permits the candidate to touch up his own — 
picture to such an extent that it may actually become misleading. As “expeti- on 
ence”’ plays so large a rdle in rating non-assembled examinations it is highly i 
important that it be broken down in such detail that the examiner may — 
readily determine whether and in what degree the candidates are qualified. of tl 


In the absence of such a breakdown, only the roughest distinction can be . " 
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drawn between the clearly qualified and the apparently qualified, to say 
nothing of discriminating between the good, the better, and the best with 
any degree of assurance. 

The burden of work constantly weighing on the commission has, accord- 
ing to reports, constrained the staff to give the candidates the benefit of the 
doubt when it is uncertain whether the experience listed measures up to 
the experience required for qualification. With indefinite experience state- 
ments as the point of departure, with a force so limited that more detailed 
checking is not generally feasible, and with a normal unwillingness to run 
the risk of a formal appeal for disqualifying candidates when the burden 
of proof would be on the Commission, it is easily understandable that more 
or less chaff will work its way into the wheat. And if the experience state- 
ment has been too generously interpreted or even misinterpreted it has 
happened that the chaff may be graded as a good quality of wheat. It is 
urged that the substitution of a detailed form designed with direct reference 
to the requirements for positions in the economic and statistical positions 
would provide information easily twice as satisfactory as that now secured 
through the standard Form 8. 

A second improvement of no less importance suggests itself in connection 
with the blank forwarded to references whose names are submitted in 
the original application. The significance of references, particularly when 
personal interviews are not provided as a prerequisite to appointment, 
cannot be overstressed. Here again a standard form is used for all types 
of candidates with no provision for detailed inquiries concerning the pro- 
fessional or technical qualities in question. Space is provided for only a 
two line statement on the qualifications of the applicant. The general sum- 
mary estimate given in this space is on the face of it entirely inadequate 
to provide the examiner with the information required to form an opinion 
as to qualifications of a more or less specialized character. 

It is reported further on responsible authority that members of the 
Commission staff have on occasion looked askance at appointing officers 
who seek on their own initiative to supplement the Commission's cursory 
investigation of eligible appointees. 

This comment leads to the general suggestion that the Commission would 
be well advised to extend systematically to other governmental departments 
the practice which has for some time been adopted in its dealings with the 
Department of Agriculture and other scattering units whereby the aid of 
professionally qualified officials in the service is invoked in recruiting appli- 
cants, setting examinations, and rating papers. It is understood that pre- 
liminary steps have already been taken in this direction by representatives 
of the Commission and the Central Statistical Board, at least to the point 
of setting up a comprehensive program. 

In view of the large and growing number of economic and statistical 
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positions that come within the jurisdiction of the Commission, it js hi certificatic 
time that the methods of selection which may be suitable for the clerical appointin 
class of employees should be supplanted by procedures appropriate to the MMM that admi 
character and importance of the positions under review. Reference has register 
already been made to the possibility of seeking the co-operation of faculty HMB responsib 
members in building up a reservoir of promising recruits. Their co-operation requisitio 
might also be sought to advantage in the whole gamut of the selection MME <heets: OF 
process from the improvement of the examination and rating techniques, HH ing of m 
even to the point of conducting interviews in different parts of the country view of t 
as special agents of the Commission. Within reasonable limits such Services, discretior 
it is believed, might be requested and secured without burdening the to be fill 
Commission’s budget. Such assistance might be invoked not alone in the for the p 


name of public service but also in that of advancing professional standards, tural eca 

3. Eligible Lists. One of the basic criteria of good civil service practice 5. Ex 
is the period which elapses between the date of the examinations and the [ME that is f 
date of release of the eligible lists. If an unreasonably long interval trans- the coun 
pires, the more desirable candidates may seek and secure other appointments with apf 
and the Commission’s labors in such cases will have gone for naught. to the p1 
The records show that in the case of some examinations this interim exceeds tion Cor 
several months. For example, the register for various grades of economist the fede 
was established on July 6 last, 133 days after the closing date for the filing extensio 
of applications. Similarly, the number of days delay occurring in the three more gc 


examinations for social economist, principal statistician, and agricultural so well 


economist were 72, 47, 67, respectively. would 

Such delays are not atypical. They are due practically in their entirety to staff an 
the understaffing of the Commission. A hasty review of the recommend:- personr 
tions included in the Commission’s reports for a score of years will show terminc 
that the Commission is fully aware of this difficulty. ratings, 

A like observation applies to the age of eligible registers. According to is overt 
the forthcoming report of the Commission for the fiscal year 1935-36, This d 
nearly one-third of its registers are at least two years old while neatly progre 
one-fifth are at least four years old. These figures apply to the total of cedure 
670 eligible lists and cover all classes of positions. Even in the case of appoin 


registers as old as two years, it may be assumed not alone that the cream 
of the list has been skimmed off, but also that among the survivors are 
many sub-par cases, whose presence on the list is due to the inadequate 
methods of original selection described above. It is apparently advisable Centr; 
that some systematic method be adopted for reviewing and retiring registets econo’ 


impro' 


that no longer provide suitable candidates. Indeed with regard to certain the co 
basic classes of positions, annual examinations might well be given, with of re 
proper provision for salvaging acceptable eligibles on earlier lists through stand 
follow-up examinations of a more or less informal character. tacts 


4. Certification and Appointment. The next step in the process is the proce 
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cettification of the top three eligibles in response to a requisition from an 
appointing officer. With a classification and allocation scheme in effect 
that admittedly has many shortcomings, the determination of the eligible 
register to match the needs of the requisitioning officer involves no little 
responsibility for the staff of the Commission. On the one hand, not all 
requisitioning officers are particularly skilled in preparing adequate job 
sheets; on the other, with a limited number of registers available the match- 
ing of man and vacant job is likely to be far from perfect, particularly in 
view of the lack of specialists in the Commission who have the necessary 
discretion to take into account the peculiar requirements of the vacancies 
to be filled. For example, the Bureau of Indian Affairs may reqrest a list 
for the position of general statistician and have certified to it three agricul- 
tural economists. This is said to be by no means an extreme example. 
5. Extension Agents. The above illustration is a symptom of a weakness 
that is more or less generally characteristic of civil service commissions 
the country over, i.e., the lack of sufficiently close and continuous contacts 
with appointing and employing authorities. Reference might here be made 
to the proposal advanced some years ago by the Congressional Reclassifica- 
tion Commission and approved by George H. Wales, former member of 
the federal Commission. It looked to the appointment of several so-called 
extension agents, each of whom would be permanently assigned to one or 
more governmental units. In the course of time such agents would become 
so well acquainted with departmental requirements that no such slip-ups 
would take place as that mentioned above. It is inherent in the theory of 
staff and line relationships that continuous contacts be maintained. For the 
personnel agency this applies not alone to selection, uniform classification 
tetminology, and appointment, but also to the handling of probation, service 
ratings, transfers, promotions, and the like. The danger of semi-isolation 
is overreliance on forms, records, and—shall we say—occasionally red tape. 
This danger is enhanced when the line agencies are not equipped with 
progressive personnel officers thoroughly acquainted with Commission pro- 
cedures, which is the case in some of the older units. It is believed that the 
appointment of extension agents to the Commission staff would markedly 
improve the handling of personnel matters and provide a type of leadership 
on personnel that is sorely lacking in most units. 

Some months ago a committee representing the Commission and the 
Central Statistical Board recommended just such an appointment for the 
economic and statistical services. The duties to be performed according to 
the committee’s recommendations may be summarized as: continuing study 
of requirements of the different departments and agencies; setting up 
standards for and classifying personnel in these services; establishing con- 
tacts with educational institutions for the purpose of improving personnel 
procedures and securing better qualified candidates. 
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II. Career Service 


A career service in government is inherent in the merit system. Unfort. 
nately the merit system has been interpreted largely with reference to th 
recognition of merit at the gateway of public employment. Most civil service 
commissions are actually serving only as employment agencies, the tem 
being understood in a narrow sensc. However, if one examined the earliey 
civil service laws and most of those enacted since 1883, nearly all of which 
were modeled after the federal law, it will be found that the framers had 
a broad conception of the Commission as the governmental employment 
agency. For example, provision was made for placing under the auspice 
of the Commission both promotion and transfers and, latterly, leaves 
efficiency ratings, and classification on a duties basis. 

1. Transfers and Promotions. Unfortunately but relatively few commis 
sions exercise responsibility in these directions, both of which are basic 
if a career service is to be established. The Commission’s responsibility is 
usually restricted to recording employment changes as accomplished facts 
with a possible paper check on the fact that those promoted or transferred 
have the qualifications prescribed for the new position. This results usually 
in acquiescence on the one hand and the maintenance of apparent regularity 
on the other. 

The most serious consequence of the policy of acquiescence is that bureaus 
within departments and ofttimes divisions within bureaus, as well as 
independent agencies as such, are ordinarily self-contained and self-sufficient 
units whose limits determine the boundaries of career opportunities for 
those who are located on the respective pay rolls. This leads to very serious 
restrictions and many times to real inequities, particularly as between old 
and new organizations. This applies not alone to the low promotional 
ceilings under which employees are bound to labor but also frequently to 
the permanent condemnation of employees to more or less routine work 
in the case of the older agencies. 

One of the really important contributions of the New Deal thinking 
about government is the coining of the slogan “Career Service.” To its 
popularity the federal Commission, and particularly Leonard White, have 
materially contributed. Its promise has attracted any number of young 
people to think more favorably of opportunities offered in public employ- 
ment. At present this slogan is to be likened to a promissory note. If worth- 
while payments are to be made on it, it is necessary that the personnel agency 
of government shall enter into the employment picture as never before and 
break down the barriers that set off the various units as water-tight compatt: 
ments. This means affirmative action on the part of the Civil Service Con- 
mission in co-operation with those responsible for employment policies 
within one or another agency. It means a continuous campaign of publicity 
concerning vacancies which may properly involve either transfer or pfo 
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motions on a government-wide basis instead of giving organization heads 
practically a free hand with respect to promotions within their own staff. 
These officials must be converted to the idea that it is in the interest of 
the service as a whole that the door to a particular position in one unit shall 
be open on a competitive basis to those already in the employment of the 
government but at the time on the pay rolls of other units. It is hardly neces- 
sary to point out the difficulty involved in converting many administrative 
oficers to the wisdom of this policy and its applicability to the staff under 
their control. 

If the Civil Service Commission avails itself of the authority granted 
under the law, and if it is really interested in implementing the policy 
implied under the term “‘Career Service,” it must enter into the employment 
situation along these lines in a way that is entirely unprecedented in the 
history of federal employment. Again we would emphasize in this connec- 
tion the desirability of the appointment of extension agents as described in 
the foregoing section of this paper. 

It is a pleasure to note that initial steps have already been taken under 
the leadership of one of the members of the Commission staff through 
the so-called Council of Personnel Administration. This Council consists 
of personnel representatives from the several departments and independent 
agencies. According to reports it has concerned itself largely with the matter 
of facilitating transfers between the several units of government. Further- 
more, the Commission reports that plans are under consideration for using 
punch cards covering the qualifications of individual employees. By this 
means it will be readily possible to determine suitable and available candi- 
dates anywhere in the service for vacancies to be filled either through 
the process of transfer or promotional examinations. Considering the pres- 
ent scope and the normal expansion and growth of governmental activities, 
opportunities for professional advancement will be multiplied at least a 
hundredfold through the adoption and enforcement of this policy. 

2. Training. One of the most approved personnel policies in progressive 
private organizations and one of the most consistently neglected under 
public authorities is the training policy. This applies both to training for 
improved efficiency on work in which present employees are engaged and 
even more to the sort of training which would qualify them for promotion. 
It is with the latter that we are here concerned. If officials in administrative 
positions could be moved to an appreciation of the importance of adopting 
a systematic training program, the attractiveness of public employment 
would be increased many fold. Under private management, responsibility 
‘or the development of training in a systematic way is considered a normal 
function of the personnel agency. Although the Civil Service Commission 
has no legal authority in this matter, it might well assume unofficial responsi- 
bility and use its persuasive powers to stimulate administrators to give atten- 
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tion to this phase of employment management and even to aid them in 
the organization of a worth-while training program. It is understood tha 
some progress has already been made with respect to a few agencies under 
the stimulation of the Commission. This has necessarily been handled 
incidentally and extra-officially. A sound program would involve both intn. 
mural and extramural training. By the latter, reference is made to the posj- 
bility of utilizing the faculties of the several well-established educational 
institutions in Washington, some of which are already offering both cle 
mentary and advanced professional and technical work which will qualify 
the enrolled public employees for promotion. It is known that these inst 
tutions would undertake to provide instruction along almost any line for 
which there is a sufficient demand. 

In the name of up-to-date management, a move might profitably be 
launched looking toward the endowment of the Commission both with the 
legal authority and with grants of funds for organizing a division of training 
that would assume leadership in devising a comprehensive program in 
co-operation with the administrators. 

Another laudable step has been initiated by the present Commission in 
that it has already held two examinations for college graduates of promising 
capacity but without special qualifications for specific jobs. This is a note- 
worthy innovation. It, too, may be looked upon as a promissory note which 
entails further constructive action. It is believed that the British experience 
with its special class of administrative clerkships, from which the admin- 
istrators of the future are recruited, has served as a model. If the Com- 
mission is to make good on this promissory note, it will be necessary that 
practically all of the features discussed under this section on career service 
be adopted and put in operation. A commission, isolated and almost 
exclusively engaged in recruiting new employees and keeping records of 
changes as accomplished facts, cannot give any guarantee to the thousands 
of young and old now on the Commission’s registers that worth-while 
careers will eventuate. The time has definitely come when the Civil Service 


Commission should become a staff and service agency for personnel in the 
broader sense of the term. 


Conclusion 


We have attempted in this paper to outline the directions in which 
the handling of the personnel service in the federal government might 
be improved. The discussion has centered largely about the Civil Service 
Commission because it is the agency primarily engaged in handling pet- 
sonnel. Although the Commission has accomplished much in the way of 
reducing the patronage evil and in introducing competition as a means 
of recognizing merit, the full implications of the merit system have not 
been realized. Indeed, it was suggested at one point that one might have 
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extensive competition without necessarily securing a high level of merit. 
If one reads the reports of the Commission, it becomes evident that the 
Commission itself is not unaware of some of these shortcomings and 
properly enough charges most of them to insufficient funds. There will 
F be no disputing the fact that the federal Commission, like all other com- 
missions, is being pauperized by the legislative body in charge of appropria- 
tions. On the whole, the Commission is forced to handle professional and 
technical examinations in about the same fashion that it deals with clerical 
examinations and this despite the striking development of the professional 
and technical services within the past four years. It is imperative that the 
examining and certifying branch of the Commission’s staff, which has to 
do with positions of a professional character, should be expanded and its 
policies thoroughly revamped. This applies particularly to the acceptance 
of scanty and totally inadequate data as to the candidates’ experience. In the 
absence of 2 proper check-up and hesitancy to disqualify candidates when in 
doubt, it is easily possible for unqualified applicants to find a place on 
the eligible lists and ultimately on the governmental pay rolls, especially 
when registers are continued after meritorious candidates have been culled 
out. 

The second major emphasis has been placed on the need of expanding 
the functions of the Commission in an affirmative way with respect to 


employment stages beyond that of recruitment. This involves the emergence 
of the Commission from the state of semi-isolation to which, in the course 
of time, it has been condemned or permitted itself to be condemned. It is 
high time for the Commission to become a staff and service agency and be 
equipped to maintain continuous contacts with line agencies, such as are 
required under a sound scheme of organization and management. 
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By LEONARD D. WHITE figures: 
United States Civil Service Commission increas 
for gov 
Before describing present opportunities in government service it is useful a proph 
to glance backward in order to see the present situation in proper perspec. The 
tive. Economists were not always so plentiful in the government service of econ 
as they are today; indeed, they were among the rarer objects in a government to give 
office at least until the administration of Theodore Roosevelt. made a 
An analysis of employment by the national government was made by have b 
the United States Civil Service Commission in 1896.1 Examination of this Classif 
compilation shows, as nearly as can be determined by title, that the gover- Wit 
ment then employed 87 statisticians, although it is probable that some econon 
“clerks” —an all-inclusive title—were performing minor statistical oper: Januar 
tions. Most of these were found in the Department of Agriculture. The that th 
record discloses not a single economist. Indeed, the word “economic” occurs last tw 
only once in these 499 pages, in reference to an “economic ornithologist.” Thi 
From these slender beginnings the economics and statistics services have series, 
grown over the years to become one of the indispensable activities in the positic 
conduct of public affairs. of Lat 
In 1928 the Personnel Classification Board analyzed the number and Securi 
salaries of economists in the field service; in 1931 a corresponding study althou 
was made of the departmental service in Washington. This study revealed brancl 
774 positions in economics and statistics, as the term is used in the official statist 
classification of the federal service. This may or may not correspond to the Ap 
accepted definition of a professional economist. The figure doubtless repre- fall i 
sents a maximum if we are thinking of ‘“‘genuine’’ economists. Of these Servi 
positions, 120 paid $5,600 or better per annum. The distribution is shown sideré 
in the following table: sea 
PosITIONs IN ECONOMICS AND STATISTICS, UNITED STATES GOVERNMENT, 1931° es $ 
Title of Positions Number Adm 
Agricultural economics series 299 the F 
Business economics series 159 made 
Forest economics series 15 
Highway economics series f 8 and 
Social economics series 115 Com 
Statistics series 146 ey 
Home economics series 32 Miss: 
In the course of an address before the Minnesota Conference on Univet- have 
sity Training for the Public Service in 1931, Dr. E. Dana Durand pointed S 
*U. S. Civil Service Commission, Tables showing the number of positions in the Pow 
Executive Civil Service of the United States on June 30, 1896 (Government Printing Office, Serv; 
ee Table constructed from data in Ismar Baruch, “Positions in the Professional and Scien- “E 
tific Service of the U. S. Government,” University Training for the National Service (Usi- Univ 
versity of Minnesota Press, 1932), pp. 50-105. 264. 
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out that since he entered the service at the turn of the century the number 
of professional economists and statisticians had increased fivefold. These 
fgures fully support his conclusion. Dr. Durand also suggested that the 
increasing complexity of economic relations would result in greater demand 
for governmental research and governmental action in the economic field, 
a prophecy amply fulfilled in succeeding years.* 

The records of the national government do not show the number 
of economists and statisticians at present in the national service. In order 
to give some indication of the rapid growth of positions in this field, I have 
made a special study of the new positions in economics and statistics which 
have been established in that small part of the service covered by the 
Classification Act of 1923. 

Within this restricted area, I find that approximately 583 new positions in 
economics and 129 new positions in statistics have been established from 
January 1, 1935, to October 1, 1936. A very general estimate would suggest 
that the size of the economics and statistical services has doubled within the 
last two years. 

This expansion has occurred principally in the agricultural economics 
series, the social economics series, and the business economics series. The new 
positions are found chiefly in the Department of Agriculture, Department 
of Labor, Resettlement Administration, Farm Credit Administration, Social 
Security Board, Federal Power Commission, and the Tariff Commission, 
although superficial inspection of the organization of the administrative 
branch of the government reveals over forty offices where economists and 
statisticians are now at work. 

Appointments as economist or statistician in the federal government 
fall into two major classes: positions under the jurisdiction of the Civil 
Service Act of 1883, and those outside the jurisdiction of this Act. A con- 
siderable number of positions in the economics and statistics fields are found 
in agencies outside the civil service system, especially in emergency agen- 
cies such as the Agricultural Adjustment Administration, the Resettlement 
Administration, the now defunct National Recovery Administration, and 
the Reconstruction Finance Corporation. In these cases, appointments are 
made by the proper appointing authority on the basis of such qualifications 
and recommendations as seem appropriate in any case. The Civil Service 
Commission has no jurisdiction over recruiting methods, although the Com- 
mission always grants use of its registers when requested. Such appointees 
have, of course, no civil service status and no protection against removal. 

Some agencies, such as the Farm Credit Administration, the Federal 
Power Commission, the Rural Electrification Administration, the Soil Con- 
servation Service, the Social Security Board, and the Refund Section of the 

*E. Dana Durand, “Careers in the Federal Service for the Economist and the Statistician,” 


l —— Training for the National Service (University of Minnesota Press, 1932), pp. 
264-72, 
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Bureau of Internal Revenue, are authorized to make appointments tp 
“expert” positions without examination. High-grade posts in economiq 
and statistics, in general above the $3,200 level, may fall in this cate 
Here the Civil Service Commission at the direction of the Comptroller 


General must be satisfied that the position is in fact an expert Dosition: 4 


and by agreement with the agencies enumerated above, th= Commissiog 
passes conclusively on the question whether a proposed appo.:iee in fact 
possesses expert qualifications. The initiative in selection is vested in the 
operating body. Persons appointed under the expert provision acquire no 
civil service status. 

Analysis of the higher positions in economics and statistics in the federal 
government suggests that they fall into three broad classes. Many positions 
involve primarily economic research, the field of research being related toa 
series of administrative problems. Other positions are primarily advisory in 
nature, and may be part-time or even on a per diem basis. The third type 
includes positions which are primarily administrative in nature but which 
require a broad knowledge of economics or statistics for their proper dis- 
charge. 

Below these positions are the junior posts, which are concerned with 
statistical analysis, with reports on subjects within the many-sided field of 
economics, and with the supervision and direction of small blocks of work. 
They may lead in time to responsible work of much importance. 

For specific illustration of the type of government work in economics 
and statistics, I have selected a few instances from the classification sheets 
of the Civil Service Commission. 

The first illustration is taken from the United States Tariff Commission. 
The Director of Research occupies a position classified at the rate of $7,500 
per annum. His duties are to direct the economic research of the scientific 
and technical staff of the Tariff Commission and to supervise the preparation 
and revision of all economic reports. He serves as consultant to the com- 
missioners in the establishment of policies, serves as consultant on tariff and 
international trade problems to committees of Congress and to officials of 
other government departments, is chief of the Economics Division of the 
Tariff Commission, and represents the Commission in negotiation of 
reciprocal trade agreements. This is a position of high responsibility, 
involving independent judgment and capacity for research of a high order. 

Another example is the review officer of the Central Statistical Board, 
a P-6 position paying $6,000 per annum. Under general supervision of the 
executive secretary of the Board, the incumbent of this post plans and 
takes charge of the work of review, including review of plans for statistical 
projects, forms, instructions, tabulation plans, and related matters. The 
work involves preparation of official reports on material submitted fot 
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review, including recommendations as to scope, content, and administrative 
and technical methods. In addition the duties include the preparation of 
highly difficult, technical reports on statistical matters for consideration 


of the Board. 


The work of chief economist of the Mineral Production and Economics 
Division of the Bureau of Mines ranges over a broad field. He conducts pri- 
mary economic and statistical research on problems of the mining industry, 
as well as difficult analytical studies concerning the relationship of various 
mineral groups to each other. Illustrative cases include the study of potential 
supplies of monetary metals in relation to the price level; development of 
techu'tues for forecasting demand for copper, lead, zinc, coal, and other 
mu.cials; capacity of the mining industry to absorb labor at various levels 
of economic recovery; relation of reclaimed metal supplies to future rates 
of reserve depletion. Conference with other economic and statistical units 
is frequent. The position is classified at P-5. 

For several years there has been a definite tendency on the part of the 
appointing officers to request examinations in a specialized field of eco- 
nomics or statistics. Thus we find recent examinations for agricultural econo- 
mists, social economists, financial economists, taxation economists, transpor- 
tation economists, public health economists, and mineral economists. This 
trend reached its climax, we hope, in an examination held this year for 
criminal research statistician; 4 eligibles were discovered among 296 who 
applied. 

The number of economics and statistics registers in force and effect on 
October 1, 1936, counting each grade as a separate register, was 63, of 
which 32 were divided into optionals. These figures give an idea of the 
vatied wares available for use on the shelves of the Commission’s shop. 

The number of economists and statisticians who were awaiting call from 
these registers on this date was 10,531. Of these over 5,000 were on the 
assistant statistical clerk register; no other register contained as many as 
500 names, and the higher grades contained often only a handful. 

A year ago the Central Statistical Board suggested to the Civil Service 
Commission the desirability of announcing a general examination for econo- 
mist. The Commission announced such an examination on February 3, 1936, 
for five grades (assistant to principal economist) carrying salaries ranging 
from $2,600 per annum to $5,600 per annum. The idea of a general 
examination in the field of economics announced at reasonably frequent 
intervals is sound. The resulting registers will, however, reflect only the kind 
and caliber of economists who file for the examination, and it is vain to 
hope that vacancies in the departments will not occur where the duties 
are so highly specialized that the Commission’s registers will not contain 
qualified persons. When this occurs, a special examination must be held. 
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Examination for professional and technical positions in the higher grads 
of the federal service is in essence a co-operative program in which the fing 
responsibility of the Commission is co-ordinated with the advice and assig. 
ance of the departments. Contrary to belief in some quarters, the Commi. 
sion is not an aloof authority ensconced afar in an ivory tower; our examiner 
are in constant touch with the operating officials whom we serve. It is the 
definite policy of the Commission to maintain such co-operation. 

The request for an examination for a position in economics or statistics s 
usually made by the department desiring to fill a vacancy for which no teg. 
ister exists. The planning of the examination, including the terms of the an. 
nouncement, is a joint enterprise between our examiners and the officers of 
the appointing agencies. The latter are always given an opportunity to sug 
gest minimum requirements concerning age, education, and experience. If 
differences of opinion develop, the terms of the examination are sometime 
discussed before the Commission by our friends in the departments. While 
the Commission retains final responsibility for the prerequisites and other 
terms of the announcement, it is rare that they do not meet with the approval 
of the appointing officers. 

Announcements of the 1936 economics examination were sent to every 
college and university in the United States, to departments of economics, st- 
tistics, and political science, to the American Farm Economic Association, the 
American Economic Association, the American Statistical Association, and 
the American Political Science Association. No less than 29,000 announce- 
ments were broadcast through these special and the regular channels of 
information. May I say incidentally that despite personal and official efforts, 
college and university faculties are still very inadequately informed; in my 
opinion the difficulty lies in the distributing system within the institutions of 
higher learning. May I invite you to examine the situation in your own 
institution. 

Examinations for junior economist positions are written or assembled ex- 
aminations, presuming a range of knowledge equivalent to that secured bya 
good major in the subject in a college or university of recognized standing. 
Written or assembled examinations require competitors to appear personally 
at a specified examination point to answer questions in the field for which 
they have applied. For all the higher grades, examinations are of the un 
assembled type. In connection with this type of test, competitors are not fe 
quired to report at any place for examination but are rated on the sworn 
statements in their applications as to experience and fitness and upon cor 
roborative evidence, and also upon the thesis or publication for which a pat- 
ticular examination may call. Here we reach the heart of the most difficult 
operation in examination technique. To perform this task, the Civil Service 
Commission has on its permanent staff three professional economists, two 
classified at P-4 and one at P-3. When examinations of a highly specialized 
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type, or of the higher grades, are to be rated, it is customary for the Com- 
mission to invite qualified economists from other government agencies to 
jdvise our examiners. Even with such assistance, great difficulties remain. 
The rating given each applicant must be objectively defensible. It is not 
enough to say, ““We think you are only entitled to a rating of 78 in view of 
ill the evidence.”” We must be able to develop a record which can be 
reviewed and which can be justified in any quarter. Rating papers in the 
government service is a process charged with a different type of responsi- 
bility than examination procedure within the cloistered walls of a university. 
Despite some difficult aspects of the rating problem, the Commission 


B believes that progress can be made, and intends to continue its search for 


better methods. In its 53rd annual report for 1936 the Commission recog- 
nizes the problem of better rating in two statements of policy: 


1. Improvement of the selective quality of nonassembled examinations, 
especially in such fields as law, economics, and administration. 

2. To examine the possibility of closer contact with professional and tech- 
nical associations in connection with the examining and certification 
procedures of the Commission. 


In conclusion, then, it may be stated that the opportunities for economists 
and statisticians in the federal government are more extensive at the present 
moment than ever before in our history. The number of positions in this 
field has increased very rapidly during the last three years, and there is no 
indication that the limits of expansion have been reached. In all probability, 
the demand for economists and statisticians will increase rather than 


diminish. 
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By IsADOR LUBIN and bu 

Department of Labor thus f 

During the early days of the present administration virtually every the fec 
university in the country was combed by the various federal agencies for — 
competent economists. The extent of the migration into the various services of ttt 
has already been touched on by Commissioner White. A large proportion — 
of the men and women who joined the economic staffs of the federal agen. . 
cies came as permanent additions to the government services. This was partic. : 
ularly true of those who affiliated themselves with existing and newly — 
created permanent agencies. An appreciable number, however, entered the = 
federal services with the definite intention of remaining only “for the rake 
period of the emergency,” and maintained their connections with their ak 
respective universities. 
tions 


Leaves of absence became numerous and widespread. In one of the large 


eastern institutions the entire question of whether it was good academic try t 


policy to permit university staff members temporarily to join the services , : 
of the federal government became a problem of investigation by a special - 
committee. (It is significant that the problem concerned, in large measure, ea 
members of the social science faculties during a period when unorthodox “i 
measures were being experimented with in Washington. To the writer's aa 
knowledge, at least, the question as to whether temporary association with re 
federal agencies, under leave of absence, is good academic policy, has never a. 
been raised where the physical sciences have been concerned. ) \ 

This is not to say, however, that the universities did not have good 
grounds for complaint. Their social science faculties were being depleted. a 
In one important institution two-thirds of the senior economics staff was pe 
at one time serving in Washington. 

Partly due to the refusal on the part of universities to extend leaves of e 
absence, partly as a result of a conviction that their contribution had been pe 
made, and in a large measure because they sensed that curtailment of - 
expenditures made doubtful their continued tenure in Washington, a fairly i 
large proportion of economists on leave from universities have left the ve 
federal services during the past year. In many instances the functions they we 
performed will have to be continued. If the economic security and social th 
welfare of its citizens is to continue to be the major interest of government, : 
there will be required in the federal services a growing number of well- . 
trained and able economists, versed both in the broad theoretical problems : 


of the economic system as well as in the intricate problems of production, 
distribution, labor relations, and special phases of specific industries. 
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The question to be faced by the federal government is: Can persons with 
the necessary training be secured from our universities? Or must we, as 
has been true in the past, look to the universities only for the raw material, 
and build our experts through training within the government? Experience 
thus far leads one to believe that it will be through the latter method that 
the federal services, for at least some time to come, will have to build up its 
senior personnel in the social science fields. Our problem thus becomes one 
of attracting able men and women into the federal government against the 
competition of teaching opportunities and research positions in private 
industry. 

To attract the better young men and women requires, first of all, that 
employment in government have a social status approaching that which 
goes with a connection with a university staff. In the past we have been 
too prone to look down upon government employment as being below 
the dignity of the able young economist or statistician. Economics teachers 
have too often discouraged their better students from seeking federal posi- 
tions. In many instances the attitude has been: If no other job is available, 
try the Civil Service. 

There is no gainsaying the fact that there has been some measure of 
justification for such an attitude in the past. The opportunities for creative 
contribution have been limited, salaries have not been very attractive, and 
chances for advancement have not been numerous. Many attempts have 
been made to correct these conditions, with a large degree of success. 
This has been particularly true during the past four years. However, 
despite this fact there appears to be evidences of a revival of the old attitude 
toward federal employment in the professional fields. 

We appear to be too much influenced by the attitude of the man on the 
street who believes that all government jobs are sinecures and political pull 
rather than merit and ability are the basis for employment. We have done 
nothing to develop in the American mind that attitude of respect for govern- 
ment service that is held, for example, in Great Britain. The idea that the 
college student should prepare himself for a civil service career has been, 
until relatively recently, entirely foreign to our academic institutions. 

The radical changes in the type of economic and social problems that 
have become the concern of the federal government and the growing 
recognition, as evidenced particularly by the temporary agencies, that to 
secure able personnel means the paying of adequate salaries are two factors 
that should help overcome the difficulties of attracting the able university 
graduate into the permanent civil service. The type of work being done 
is becoming increasingly more attractive to the research economist. More 
and more, questions of monetary policy, domestic and international, inter- 
national trade, labor relations, trade practices, agricultural policy, and trans- 
portation are coming within the orbit of the economists on the federal 
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pay roll. Formulation of policy, although ultimately in the hands of depart: 
ment heads and the President, is increasingly the result of discussion with 
those who are supposed to know something about the problems concerned, 

To play even a minor part in the formulation of national policy cannot fyi 
to appeal to the creative person. And every day the opportunities in this qi. 
rection are growing. To be sure, every economist in Washington who knows 
something about a given economic problem is not consulted by the President 
or the Cabinet whenever new legislation is submitted to Congress or adminis. 
trative policy is being worked out. But it is surprising how many minds are 
responsible for the ultimate product. Frequently these minds are brought 
to bear upon the problem through the device of interdepartmental com. 
mittees. Frequently they operate over the lunch or dinner table and although 
there may be nothing official about a particular discussion it is more likely 
than not that one may find one of his ideas incorporated in a policy when 
it is formally announced. And equally frequently one may see the result of 
a meeting or a lunch conversation in the omission of certain ideas which, 
though originally contemplated to be incorporated in a policy, had been 
subjected to analysis and criticism. 

The mere volume of issues that come within the daily experience of 
administrative officers makes it incumbent that they avail themselves of the 
services and advice of the economic experts in their departments. And these 
experts, in order that they may have the data necessary to make reasoned 
judgments, must call upon their assistants for aid and advice. To answer 
the question as to what has happened to wholesale prices or the cost of 
living in the light of recent international gold agreements requires much 
more than the individual resources of the expert economist in the Treasury 
Department. It involves mobilizing the combined knowledge of his eco- 
nomic colleagues and assistants both in the Treasury and elsewhere. 
Similarly, to answer the question confidentially submitted to the Bureau of 
Labor Statistics as to what effect the increase in working hours over NRA 
code maxima had on unemployment involved not only the office of the 
Commissioner himself, but also the resources of the Chief Economist, his 
economic assistants, members of the Chief Statistician’s staff, the research 
staff of the Division of Employment Statistics, as well as several junior 
statisticians. Although many of those who took part in the preparation of 
the ensuing report may never read it in its entirety, many of them neverthe- 
less realized that they were engaged in the collection and interpretation of 
information that would play a part in arriving at a decision as to whether 
the wage and hour situation in American industry required action on the 
part of the government. 

Problems of economic research in the federal government are broadly of 
two types. The first concerns confidential reports requested by administrative 
officers for their own use in arriving at decisions. They often involve recom- 
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mendations on the part of the economic staff preparing such reports. 
Inability to foresee every issue that may arise frequently results in reports 
being called for on short notice and time limitation often makes it impos- 
ible to deal with more than a few outstanding features of the problem 
concerned and then only to the extent that the necessary data are readily 
available. 

By far the largest number of economic research projects, however, do 
not emanate from those who must make administrative decisions. This 
second type of project is determined upon within the individual bureaus, 
usually with a view to throwing light on particular existing or anticipated 
problems within the field with which the bureau is itself concerned. Fre- 
quently the subject of research is suggested by staff members themselves. 
These staff members are not exactly in the same position as the university 
staff member who decides to do a piece of research on his own time and at 
his own expense. In so far as the subject of research must be approved by 
their superiors—in the Bureau of Labor Statistics decisions on such matters 
are made by a policy board, consisting of the Commissioner, the Chief 
Economist, the Chief Statistician, and the Chief of Editorial and Research— 
the staff members are in the same position as the applicant for a research 
grant from a university or foundation, or a candidate for a doctor's degree 
selecting his thesis, or the employee of a private research agency. And, as in 
the case of university or foundation grants, questions of policy affect deci- 
sions as to what subjects shall be the basis of investigation. These involve 
not only the pertinence of the proposed project to the work of the agency 
but also factors of time and financial resources. The latter is particularly 
important, because adequate planning for any piece of economic research 
involves not only the provision of housing, but also such matters as tabulat- 
ing equipment, clerical assistance, and travel expenses. In all the federal 
bureaus where there is effective planning of research these factors are for 
the most part definitely and adequately provided for in planning a given 
project. 

To be sure, there is no division chief or research economist in the 
federal government who does not feel that his budget should be increased 
to provide additional facilities along these lines. But despite that fact I 
believe that they will all admit that, by and large, more such facilities are 
available to the research worker in the federal services than in any university 
in the country. 

One of the questions which concerns all of us who are interested in eco- 
nomic research is: What are the limitations to true scientific research in 
government departments? Time and again one hears the charge that 
political factors stand in the way of scientific accomplishment. One could, 
no doubt, cite individual instances where projects have been stopped by a 
superior administrative officer for political reasons. One could mention, also, 
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an abortive attempt by a powerful lobby, representing a certain industry 
to bring to an end a certain research project by having a member of Congres 
submit an amendment to an appropriation bill prohibiting the expenditure 
of any funds for research on a particular problem. 

In all but very rare instances, once a project has been approved the 
responsible research worker can follow his search wherever it may lead him, 
The direction he will follow will, as in the case of all other research work. 
ers, be determined by his temperament, his point of view, and his judgment 
of what facts are vital to his study. Like the research worker attached to 
university, his judgment will of course be affected by his background and 
environment. Just as the person doing research in history, economics, soc- 
ology, or political science is consciously or unconsciously affected by what he 
thinks will be the reaction of his colleagues, his department head, his dean, 
his president, his board of regents, his state legislature, or the press, so the 
person doing research for the federal government may be, consciously ot 
unconsciously, affected by what he believes will be the reaction of his 
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department head, Congress, or the press to the paths that he pursues. After Wh 
all, even scientific historical research has been known to have been colored of rese 
by the social or economic environment of the writer. So far as the problem and wi 
of freedom, in the academic sense, is concerned, there are no more obstacles and ac 
to scientific research in the federal service than in any other agency where pessoa 
research workers are on a salary or in the average university. edge 0 
A problem does arise, however, when we come to the question of the manus 
publication of the results of research. Instances can be cited where informa- ous fe 
tion has been withheld from publication because its implications might be tons 
adverse to the wishes of an administrative official, or because it might such ¢ 
antagonize certain groups, or because its purpose might be deliberately mis- De 
understood, or because it might be used for political purposes against the search 
party in power. But here again, such instances are outstanding because they towat 
are so rare. * do 
I might at this point mention an instance in my own Bureau. Every othet lishe« 
year we revise our index of manufacturing employment so as to adjust buteé 
it to the data made available by the biennial census of manufactures. The as to 
adjustment completed late last summer showed that our employment esti- univ 
mates, based on the sample available to us, understated the number of per- nom 
son at work in manufacturing by some 300,000. Contrary to our usual cus- | want 
tom these revised figures were not made immediately available to the general selvi 
public. They were withheld until ten days after the election because it was T 
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felt that if they were released during the heat of the campaign the Bureau 
of Labor Statistics would be charged with having permitted itself to be 
used for political purposes and with having issued the data at that particular 
time for the purpose of affecting the election results. 

If all of the facts were known it would be seen that the charges of sup- 
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ression of research results are usually not well founded. Time and again 

the failure to see the light of day is the result of the insufficiency of printing 
funds. Many a bureau chief has approved a project with every intention of 
printing the results, only to have Congress refuse to make available 
sufficient funds to cover the anticipated printing program. Again, many 
ieces of research are undertaken with no intention of ever printing the 
results. Elaborate ventures are always being undertaken within individual 
departments with a sole view to guiding administrative policy within those 
departments. Despite the fact that it was never intended that the findings 
should become a public document, persons both within and without the 
government have been known to charge that the failure to print was the 
result of suppression or censorship. If experience, based on four years within 
one department, is any basis for judgment, I would say that the probability 
of the research worker in the established government agencies seeing his 
work in print is as great, if not greater, than in the case of the person 
doing research at a university. 

When it does appear in print it is likely to be as truly scientific a piece 
of research as documents privately published. Consultation with colleagues 
and with superiors does, of course, lead to changes of emphasis, omissions 
and additions, but, for-the most part, no more so than is the case of the 
person engaged on private research who feels that the opinions and knowl- 
edge of others in his field are sufficiently important to justify submitting his 
manuscript for their criticism before publication. More and more, the vari- 
ous federal research agencies are submitting the results of their investiga- 
tions to outside experts for dispassionate criticism and comment. And 
such criticism and comment are given serious consideration. 

Despite the advantages available to persons engaged in economic re- 
search in the federal government it is widely believed that such service leads 
toward getting into a rut. Here, again, I trust that I shall not be considered 
as dogmatic when I say that such a probability is no greater in the estab- 
lished bureaus than on a university campus. As far as the three largest 
bureaus devoted to economic research are concerned one might even go so far 
as to say that the probability of getting into a rut is less than in the average 
university. Indeed, one of the reasons frequently cited by teachers of eco- 
nomics for their desire to become associated with our Bureau is that they 
want to come to Washington to get out of the rut in which they find them- 
selves in the universities. 

To avoid ruts, efforts are made by the various bureaus to afford both to the 
primary and secondary staffs the opportunity to advance into new fields. 
Under the direction of the Bureau of Labor Statistics courses have been given 
in advanced statistics, labor problems, and other fields. The purpose has 
been to give to the staff members greater technical proficiency, as well as a 
knowledge of the significance of their work. An effort is made to have 
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the staff know why various projects are undertaken by the Bureau and the 
use that is made of the results of our research by industry, labor, and the 
government itself. Some of these courses, organized jointly by the Bureay 
and one of the local universities, are recognized as of university gtade and 
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are accepted, after appropriate examination, as credit toward degrees for s 
such students as may desire such credit. During the current year the Bureay again: 
of the Census has conducted three “in service” training courses in statistics jo 
and a course in economic geography. Courses bearing on statistics and nde 
economics are given in the Bureau of Agricultural Economics. In all of these a 
instances the courses are free to the employees of the respective bureaus and positi 
are conducted by members of their respective staffs, with special emphasis on to $2, 
the activities of their bureaus. ade 
Moreover, the fields of activity in the various bureaus are so diverse and comp 
widespread that there is opportunity for the able person to move from one perie 
line of research to another. To mention but a few of the activities of the sonia 
bureau I know best, the work of the Bureau of Labor Statistics covers indus- ooive 
trial relations, with its subdivisions of trade union organization and activi- limit 
ties, company unions, and strike statistics; labor productivity; the co- As 
operative movement; wages, hours, and labor conditions in specific indus- the si 
tries; employment and pay rolls; and industrial accidents. And if one’s in- The. 
terest in such matters of labor welfare should wane, there still remain, those 
among other things, such other items of stimulation as wholesale prices, mnt 
retail prices, cost of living, and building statistics. An equal variety of wilt 
fields for research can be found in the Bureau of Foreign and Domestic from 
Commerce, the Bureau of Agricultural Economics, the Census Bureau, and ion 
other established agencies. ies 
Such property lines as exist in the federal service mark out administrative wile 
relations, not academic fields. Unlike the situation on the college campus fos | 
statistical work in the federal services permeates all fields covered by those T 
services and does not constitute a separate mental compartment. A simple wae 
illustration of this fact is our attempt to revise and modernize our index of t 
of wholesale automobile prices. We have already consulted every one in the ane 
industry who knows anything about automobile prices; we have, with the ae 
aid of the industry, dug up everything available concerning changes in fae 
quality, weight, horsepower, and length of cars for a period of years; we the 
have drawn upon virtually every economist and statistician, both in Wash- ite 
ington and elsewhere, who has done any work in the wholesale price fields; nitie 
and even after doing all this it will be several months before we shall have I 
sufficient information to justify our coming to a conclusion as to how mes 
to construct an index which will be representative of the price changes for = 
automobiles as a whole. oi 
The continuous discussion of statistical and economic problems by inter- an 


departmental committees—and for this full credit should be given to the 
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Central Statistical Board—and the interloaning of staff members to advise 
on specific problems provide a sufficient stimulus to any one who wishes to 
keep abreast of his own and related fields. 

In the face of these advantages that go with economic research in the 
federal services one must point to certain important factors that militate 
against attracting able candidates. The first is the matter of federal sal- 
aries. By and large, the entering salaries for persons eligible to the junior 
grades compare very favorably with those paid by universities and private 
industry. For the person with a newly acquired doctorate there are available 
positions in the junior and assistant economic grades ranging from $2,000 
to $2,600. Several years of experience on top of the requisite graduate work 
make one eligible for positions paying as high as $3,600. These salaries 
compare favorably with those paid elsewhere for similar training and ex- 
perience. Similarly, the salary of $4,500 and $5,600 for economists and 
senior economists are in line with the salary scales of the large majority of 
universities and colleges. Beyond this point, however, opportunities are 
limited. 

As for promotion possibilities from the lower into the higher grades, 
the situation is exactly the same as in the universities or in private business. 
The determining factor, for the most part, is the status of the budget. In 
those bureaus where funds permit expansion, opportunities for rapid pro- 
motion to the higher positions are many. I have purposely referred to pro- 
motion to higher positions in order that such promotions be distinguished 
from salary increases within the same position and grade. Here, the situa- 
tion is not very attractive, at the moment, the reason being that Congress 
has not been favorable to such salary increases. Although the provision 
exists for automatic salary advances, Congress, during the past few years, 
has been loath to provide appropriations necessary to put them into effect. 

The second factor which makes it difficult to attract able persons for 
economic research in the federal services is the unwillingness on the part 
of the heads of some of the federal agencies to permit the results of re- 
search to appear over the name of the author. Although this policy is found 
in such important agencies as the Tariff Commission, it fortunately is con- 
fined to relatively few agencies. It is nevertheless of great importance to 
the younger research worker who desires to secure the commendation of 
his professional colleagues and who desires an opportunity to secure recog- 
nition in outside scientific circles through authorship. 

Irrespective of our individual attitude toward the functions of govern- 
ment, the fact remains that for the immediate future, at least, the major 
energies of the federal government will be devoted to the creation and the 
administration of machinery for the smooth and proper functioning of our 
economic system. Success in accomplishing this end will depend upon the 
degree of intelligence available for focus on the creation of policy. The ex- 
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tent of that intelligence will, in turn, be determined by the economic da, 
available both to administrative officials and to Congress. The opportuni 
to play a part in the formulation of such policy is available to the econo- 
mists and statisticians of the country through service in the various federal 
establishments. Despite what may appear from the distance to be a huge, in- 
human, unmanageable machine, the federal economic and statistical sery. 
ices are, in fact, human institutions where individual ability is as fully tec. 
ognized as elsewhere. A cursory examination of the affairs of any of the 
agencies concerned with economic and statistical problems during the past 
four years furnishes conclusive evidence that competence is recognized and 
that the greater one’s competence, the greater one’s opportunity. 

For those interested in economic concepts and hypotheses, there are even 
in the federal services opportunities for playing with demand curves and 
supply curves, with concepts of marginal production, and with concepts of 
diminishing returns. Yes, such concepts even play a part in the work of 
the Bureau of Labor Statistics, though I must confess that the logic of our 
findings frequently force us to be more flexible in our concepts and hy. 
potheses than we start out to be. 

In the federal services the research worker comes into contact with reality. 
Effective government policy in the economic realm never has been merely 
a matter of economic theory. In any human society, and particularly in 
democracy, policy in the economic field must in the end be determined by 
social and political forces as well. Whether the problem be one of control 
of monopolies, railroad regulation, control of radio, international trade, 
labor relations, or fiscal policy, the ultimate decision must be the result 
of an adjustment of social and political forces. If our democratic system 
of government is to endure, the economist must understand these forces. 
He must help mould them for the public welfare. In the university, ad- 
ministration has of necessity created artificial barriers between economics, 
sociology, and political science. In federal economic research, with its rami 
fications into the political and sociological aspects of virtually every prob- 
lem that comes within the public eye, lies a great opportunity to break down 
those barriers. 
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INDICIA OF RECOVERY 
I. KING, Chairman 


Dr. L. D. H. Weld pointed out that, since differences exist between parts of 
the United States, business does not progress uniformly in all sections of the 
country. The McCann-Erickson Company has, therefore, felt it worth while to 


aid prepare regional indexes covering twenty-nine districts of the United States, each 
at district constituting a fairly homogeneous unit. These regional indexes are pre- 
the pared on an almost uniform basis for all sections. They are intended to measure 
Dast changes in the volume of trade rather than changes in the volume of production, 
and The indexes will hereafter be published monthly in Dun and Bradstreets’ Review. 


Items entering into the make-up of each index are bank debits, department 
store sales, sales of new automobiles, and sales of life insurance. The seasonal has 
been removed from each of these barometers, the number of business days in the 
specific month being taken into account in each instance. No attempt has been 
made to remove the trend. In a few regions, barometers of wholesale trade and 
of newspaper lineage have been added to the four barometers previously men- 
tioned. In every case the different barometers have been weighted respectively ac- 
cording to their assumed degrees of importance. The index numbers all begin 
with January 1, 1928. Publication will occur about six weeks after the dates of 
the events recorded. 

The index numbers for the period thus far covered show that the volume of 
trade has not advanced as rapidly as has the volume of physical production. They 
also show that the index of the volume of trade is correlated very closely with to- 
tal factory pay rolls and also with fluctuations in advertising activities. 

A comparison of the indexes for the twenty-nine districts reveals interesting 
facts. One discovers, for example, that Florida has recovered much more rapidly 
than has the nation as a whole. Trade in Detroit was apparently far above normal 
in 1928 and 1929, Its decline was also abnormally large. Now it has again returned 
tonormal. New England experienced less of a predepression boom than did De- 
troit, and hence did not descend as far when depression came on. 

It is believed that these new indexes will prove very helpful to business men 
in connection with budgeting both sales and advertising. 

Professor Ernest S. Griffith prefaced his remarks by stating that forecasting 
the course of recovery is now a different proposition from what it has previously 
deen, the difference arising chiefly from the fact that today our industrial activity 
depends so much more than formerly upon governmental action. Because of the 
enhanced importance of government, it seems worth while to find out how those 
in charge of its administration view the present situation. 

On the basis of numerous interviews with men high in administrative circles, 
oe Grifhth stated that their prevailing points of view are somewhat as 
Ollows, 

We have now reached the point in the recovery process at which it is necessary 
to ” new persons to the pay rolls, instead of merely lengthening the working 
week, 

At present we do not have evidence sufficient to enable us to determine to what 
extent machinery has been kept efficient during the depression. This is one of the 
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reasons why it is impossible to say to what extent new capital funds will be called 
for by industry in the near future. 

The fact that, during the depression, prices in highly competitive fields col. 
lapsed while prices in noncompetitive fields, or partially competitive fields, 
mained relatively fixed, brought about serious maladjustment and stoppage of 
trade. Currency management has been attempted largely for the purpose of elini. 
nating this maladjustment. It has apparently succeeded in raising sharply the 
highly competitive prices, without affecting greatly the other prices, and has thy 
eliminated the disparity which was causing the trouble. 

One of the things which the government is attempting to attain through its 
policy of taxing corporate surpluses is the prevention of corporations from x. 
cumulating funds which will later be available for the call loan market. By cut. 
ting off these funds, it is hoped that a boom will be prevented from developing 
unduly. We are now stabilizing the gold stock so that it will not serve as a basis 
for dangerous inflation. There does exist, however, a large supply of idle, loan. 
able funds and there is some danger that these may be used to finance a dangerous 
speculative boom. Furthermore, the government has accumulated a huge, short. 
term debt, and this may cause trouble if an attempt is made to refund it. 

The general feeling is that very satisfactory progress has been made in te. 
habilitating the private debt structure and that we have little to fear from new 
disturbances in his field. 

The subsidy system is still flourishing vigorously, and to reduce it may prove 
extremely difficult. Its continuance may, however, give rise to dangerous inflation. 
One of the main questions at issue is this: If each political group succeeds in ob- 
taining from the government what it wants, will the results of pressure from all 
such groups work for the common good ? 

Over the whole program hangs the threat of Supreme Court action, nullifying 
government attempts to manage business. 

In conclusion, Professor Griffith offered certain suggestions for government 
policy. He favored the following measures: promoting, by means of subsidy ot 
otherwise, a widespread and imaginative low-cost housing program; by judicious 
use of tariff reductions, renewed activity in anti-trust cases, and encouragement of 
consumers’ co-operatives, administered prices should be kept from rising, and 
rates for electricity and other services furnished by public utilities should be te- 
duced, thus encouraging increased sales; the Treasury should take positive action 
to prevent credit inflation; a larger proportion of the national income should be 
given to the farmers and the workers; the federal government should create 4 
genuine over-all policy board to keep the underlying major factors of the national 
economy operating in a reasonable harmony. 

Professor Thomas Balogh spoke on Indicia of Recovery for England. He said 
that he had noted in the United States a much higher regard for the British meas- 
ures taken to promote recovery than that current in England. 

The British people believed that deflation was disastrous, and hence they abae- 
doned the gold standard in 1931. Recovery began at that point. England pro 
ceeded to balance its budget by reducing government salaries and curtailing dis 
bursements for relief and also for the charges on the funded debt. 

At present the banks hold about 10 per cent of the English long-term debt and 
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, much larger proportion of the English short-term debt. If interest rates rise, and, 
sa result, government securities fall in price, these holdings may cause the banks 


the government her: to curtail this rearmament expenditure at some time when 
srivate industry happened to be shrinking, it might cause serious difficulty. A 


jovernment deficit is developing. It is not at present known whether an effort 
‘s will be made to cover it by taxation, whether bonds will be issued, or whether the 
hus 


urtency will be inflated. Should the last named measure be taken, a marked rise 
in prices may result. 

During the last two or three years, British imports have been increasing, but 
exports have not grown noticeably. The unemployment rolls still list 1,600,000 


persons, Despite this fact, business is complaining of a labor shortage and pay- 


"8 BAM iod-a-half for overtime is becoming the rule. 

i ™ why 4 was Closed by Professor James D. Magee, who spoke on Indicia of 
ont Recovery in Sweden. He stated that the information presented was based upon 
. iterviews which he had held with representatives of various types of activity, 


governmental and otherwise, covering a considerable portion of Swedish in- 
dustry. During the depression, the production of consumption goods did not de- 
dine greatly. Since 1932, all branches of industry have been advancing until now 
production is about 10 per cent higher than at the 1929 peak. The increase in 
production of electric current has been especially rapid, due, in part presumably, 
to the electrification of the railways and the invention of new uses for electricity. 
Railway traffic has not kept pace with the growth of industry, for the railroads 
nave been confronted with increasing competition from trucks. The unemployed 
ire now only about one-fourth as numerous as in 1933 but there are still about 
four times as many registered as in 1929, despite the fact that industrial produc- 
tion is 10 per cent greater than in 1929. The volume of foreign trade is still well 
below that of 1929, and the volume of foreign trade, as measured in kronor, is 
still well below that of 1929; but much of this diminution is probably due to the 
i,t that the price level is now lower. 

Since 1931, the index of wholesale prices has never fluctuated more than 10 
per cent. The government has attempted to stabilize the “cost of living” rather 
thin wholesale prices. According to the very inclusive cost-of-living index num- 
ber computed by Riksbank, the total range of the prices of consumption goods has 
deen but 3.1 per cent since 1931, Part of the apparent stability of the index is 
probably due to the fact that 48 per cent of the total weight of the articles listed 
smade up of items which have customary or slow moving prices. 

Rear s¢e- did not voluntarily go off the gold basis in September, 1931. She was 

orced off. Apparently, however, this action stimulated recovery. At that time the 

overnment was engaged in stabilizing he average price of consumption goods. 
‘iace July, 1933, it has virtually stabilized the pound sterling exchange rate. The 

vedish stabilizing procedures have, in fact, primarily consisted of the manipula- 

‘ton of the English exchange rate. 

Sweden, like the United States, has adopted many policies with a view to en- 
‘ouraging recovery. Subsidies have been widespread. Regulations of business have 
een numerous. In 1933, the Swedish government embarked on a program of 
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building construction. This has resulted in a large government deficit. W 

lief and direct poor relief have been employed extensively, and on relief ~ " 

the government has paid the prevailing rate of wages. The cougeliilien. 

ment has contributed but slightly to the general process of recovery. In th . 

of a few articles, production by co-operatives has kept down prices. & 
As in the United States, a declining birth rate is resulting in a growth in th 

proportion of the population made up of elderly people. - 
After a brief discussion from the floor, the meeting adjourned. 
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HOUSING AND HOUSING RESEARCH 
COLEMAN Woopsury, Chairman 


Homer Hoyt: The research studies of the Economics and Statistics Division 
of the Federal Housing Administration in the field of city growth and structure 
have had the practical objective of determining the effect of the changes in 
neighborhoods upon the value of individual residential properties in specific lo- 
cations. A dwelling house has the status of a fixed spot in a field of moving forces. 
These forces are slowly tending to change the character of the neighborhood 
surrounding an individual house. 

The first step in analyzing the differences in neighborhoods in a city is to se- 
cure a cross section of an entire city for one period of time. For this purpose, 
certain elements that are vital in determining the condition of housing must be 
shown in as great detail as possible. In considering specific locations, it is not 
sufficient to present the data in broad averages for entire census tracts for there 
are frequently marked differences between different blocks in the same census 
tract. As the city block is a fairly homogeneous unit and as the data have been 
collected on a block basis, the exact anatomy of a city can best be portrayed by 
showing the gradations of neighborhoods within a city, block by block. 

The Economics and Statistics Division has accordingly taken the block tabu- 
lations of the Real Property Inventory of the Department of Commerce for sixty- 
four cities in 1934 and the subsequent inventories of sixty other cities and pre- 
sented the specific facts on eight housing elements for each of the 150,000 sep- 
arate blocks. These elements are (1) average rental, (2) total number of resi- 
dential structures, (3) percentage of structures under fifteen years old, (4) per- 
centage of owner occupancy, (5) percentage of structures unfit for occupancy or 
in need of major repairs, (6) per cent of structures used for commercial pur- 
poses, (7) percentage of structures with no private bath, and (8) percentage of 
persons of race other than white. 

Since there is a very high correlation between high rent and good building 
condition, high percentage of owner occupancy, absence of inharmonious racial 
groups, and a high percentage of structures with private bath and central heat, 
the single element of average rent stands for a whole congerie of other housing 
elements. When maps are prepared, and colored according to rent, the pattern 
and structure of an entire city is revealed. 

Accordingly, the city patterns showing the gradations of rents, block by 
block, for one hundred cities have been developed, and these patterns show a 
definite grouping of high rent areas on the periphery of certain sectors of the 
city. 

_To explain the present position of these rent areas, it is necessary to make a 
“ynamic or biological study of city growth over a long period of time. When the 
growth of the area occupied by houses or the urban settled area is traced for 
uteen American cities by successive time intervals and when further the location 
of the high, low, and intermediate rental areas at different periods of time is 
traced, it is found that neighborhoods classified by rental groups have moved 
according to a definite pattern. This makes it possible to formulate a general 
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theory of city and neighborhood growth that has been of practical value in & 


contribut 
timating mortgage risk. 


type in t 


According to this theory,’ if an entire city be considered as a circle and the To off 
various neighborhoods as sectors radiating out from the center of that Citdle, takes let 
then the high rent areas starting at the center of the city move outwards toward 
the periphery of the city in one or more sectors in a straight line without revers Inap 
ing their line of march, except under extraordinary conditions. Thus, at the called ps 
present time, the high rent areas are located near the periphery of the city in one and the 
or more sectors because they have moved to that position along the radial line duction 
extending to the business center. Similarly, if one sector of a city first develo ploymet 
as a low rent residential area, it will tend to retain that character for long dis. seconda 
tances as it extends itself in the process of city growth. release 

present: 

MorTON BoprisH: In the housing field this nation is developing public and changes 
private policies of great moment without the necessary facts in at least five phases release 

1. We need true measurements of the supply and demand for housing. The has wi 
Real Property Inventory, the first effort in that direction, was extremely useful The 

2. The actual price of long-term mortgage money should be more thoroughly increast 
understood and this understanding can be fostered by going into some of the immigt 
various sized communities and finding out what are the conditions in interest cost, effect \ 
and why. owners 

3. We need some facts on the problems, costs, and limitations of public hous- compa’ 
ing which can help us determine where public enterprise and where private en- annual 
terprise are respectively most effective. years 1 
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4. There should be real studies of housing costs all the way from home tax- 
tion to land and materials. Our experiences for the past decade, if thoroughly in- 
vestigated, should give us more facts about the effective forms of financing in- 
stitutions which lend on mortgages. Commercial bank mortgage loans should be 
studied since they are credited with so many of our banking difficulties. 

5. We need to visualize from the facts the trend of our housing finance pro- 
cedure whether it is toward complete paternalism, absolute individualism, or 
the middle ground of publicly supervised institutional lenders. 

There are six possibilities for doing this job of research: the government, the 
universities, the industries, the trade associations, the foundations, and individuals. 
Government and the trade associations are the most hopeful from present reckon- 
ing. Government statistics would be more effective on all subjects if they were 
placed under the direction of one central authority instead of the present de- 
partmentalization. Trade associations will probably develop worth while facts be- 
cause they need them. 

With the exception of the pioneering work done by Richard T. Ely the uni- 
versities have neglected housing research and are today ill equipped to send out 
individuals for real endeavors in housing research. There are no industries as 
such in the housing field, and philanthropic foundations in the main have not 
realized the social justification for extensive housing research. Individuals can 

* Diagrams illustrating this theory accompanied the summary of this paper but are not 


reproduced since they will appear shortly in a monograph to be published by the Economics 
and Statistics Division of the Federal Housing Administration. 
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oatribute something if we encourage them by more publications of the scientific 
we in the housing field, although their limited financial status hinders them. 
"To offset the tendency of people in the coming boom to repeat their former mis- 
ukes let us meet each condition with a theory supported by all possible facts. 


In a paper on Basic Factors in the Demand for Housing, Mr. Lowell J. Chawner 
called particular attention to the relation between the wide fluctuations in demand 
and the year-to-year volume of residential building. The fluctuations in pro- 
juction stimulated by the large changes in demand result in highly variable em- 
ployment in the home building and related materials industries as well as in the 
secondary purchasing power which is generated (or curtailed) by the variable 
release of funds occasioned by changes in production. Residential building thus 
presents a dilemma in which annual production, as it is stimulated in response to 
changes in demand (not simultaneously although quite positively), results in a 
release of funds large in average magnitude, but at a highly variable rate, which 
has wide repercussions upon general econornic activity. 

The principal elements of economic demand were outlined in terms of: (1) 
increases in families, marriages in excess of disolutions by death or divorce, net 
immigration, and internal migration; (2) changes in levels of family income, 
effect upon doubling up and upon the capacity of income to support rents and 
ownership; (3) individual valuations of the desirability of domestic shelter in 
comparison with other items of expenditure. The physical increase in requirements 
annually was shown by a graph covering the period from 1890 to date. For many 
years immigration was a highly important factor in determining physical needs, 
but since the passage of the Quota Act of 1924 it has become a relatively minor 
one compared with internal migration and with the violent fluctuations in mar- 
riages which have occurred during the past twenty years. A graphical representa- 
tion was also presented of the effects of changes in levels of income between 1929 
and 1933 upon the number of persons who could support home ownership. Mar- 
riages were further shown to be related in general terms to single-year age 
groups in the population together with the probable age of first marriage. The 
limited statistical material and theoretical understanding of this problem were 
mentioned, and special emphasis was placed upon the value to many branches of 
economic inquiry of further study in this field. 
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DISTRIBUTION OF PURCHASING POWER AND BUSINESS 
FLUCTUATIONS 


FRANK P. BRECKINRIDGE, Chairman 
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At this round table the following papers were read: “The Usefulness of tie 


Concept of Purchasing Power in the Analysis of Business Fluctuations,” by A. pod 3 
Wolfe, “Stabilization of Purchasing Power Through Wage Policy,” by Hans aggregate 
Neisser, “Stabilization of Purchasing Power Through the Use of Public Credit” oon 
by Lauchlin B. Currie. to overce 
The distinction made by A. B. Wolfe between real and pecuniary purchasing yy 
power raises the problem of maladjustments which prevent society, in a depression, aaa 
from utilizing its productive capacity fully or effectively. He suggested that the the sum 
flow of purchasing power, and the use made of it, were serious problems not to be a 
taken for granted as handling themselves automatically. J. M. Clark disagreed 
with Wolfe’s proposition that any expansion of investment, financed by savings _ 
must inevitably throw the system out of gear, and tentatively disagreed with his ph 
proposition that investment financed out of savings has the same inflationary effect necessar' 
as if financed out of expansionary borrowing. secured 
Hans Neisser put forward the following propositions, which he interpreted Com 
carefully: (1) the objective of controlling purchasing power is to utilize any Clark's 
given equipment to its full capacity and effectiveness; (2) prospects of investment Whet 
in the non-consumers goods industries depend upon profit expectations in the balancir 
consumers goods industries. Clark would qualify that “profit expectations at 1 — 
rate of physical output, calling for or justifying new equipment.” a a 


Neisser stated that wage policy can influence the volume of purchasing power, 
either by altering the velocity of the circulation of money, practically by pre- 
venting hoarding or inducing dishoarding; or by altering the quantity of money, 
practically by preventing a net decline or causing a net increase in the volume of 
bank credit. In the following paraphrase, excerpts are taken from the paper as 


enough 


I am 
literally as possible: If in a state of equilibrium a sudden change accurs in the employ 
distribution of expenditure in the sense of more saving and less spending, Neisset ~ a 
asserts that losses in the consumers goods industries seem inevitable. According to is bean 
orthodox doctrine, however, they could be avoided by timely and sufficient reduc- force, 
tions of wage rates, and could be justified by the fact that, for the time being, the ring 
marginal productivity of labor, in terms of value, would be lowered by the change econor 
in consumers demand and the ensuing economic destruction of capital. The total ~ : 

thi 

sum of profits, therefore, would increase. This orthodox argument overlooks, oan 
however, that while wages are not the only source of demand for consumers goods, reduc’ 
a decline in the wage-bill would ordinarily be associated with a fall in the aggre- L 
gate demand for consumers goods, while one itnportant cost element, that of assig 
replacements, would not be lowered, but, on the contrary, would increase on otior 
account of the rising prices of capital goods. quot 
Neisser concluded: 

In the case of an impending deflation from the inside (oversaving crisis) a reduction of with 
wage rates should be avoided, even though unemployment would lower the marginal pro- the 
ductivity of the available supply of labor. . . . A policy of wage-stabilization in case of devel 
technical progress, therefore, would not create further unemployment, while an increase main 
in the wage rates is likely to do that. Thus, for supplementing the purchasing power 0 here, 


consum 

expend 

now ar 
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the displaced laborers, other means are to be preferred to the increase of the wage level—for 
«xample, employing the displaced laborers temporarily in public works, which do not 
requite much capital per worker and would be ced out of graduated income taxes or 


public loans. 
public | * * * 


Now, in the midst of the deflation, when investment was discontinued also in the capital 
soods sphere, to stimulate it again, it would not suffice that the condition is fulfilled ; 
aggregate demand for consumers goods is equal to wage costs plus replacement costs in 
consumers goods industries. Not even adding to the right side of the item: normal interest 
on invested capital would suffice; the stimulus of an extra profit would be indispensable 
» overcome the reluctance to invest; and plainly, the danger is very great that any con- 
siderable wage reduction might lower aggregate demand for consumers goods below the 
sum of costs plus extra profits in the consumers goods industries, or, what is largely the 
same, that wage reductions would lower the wage bill in capital goods industries below 
the sum of depreciation costs plus normal interest plus extra profits in the consumers goods 
industries. 

+ 


During a depression the wage level should be fixed at the long-run marginal productivity 
of labor for that amount of labor which would be employed under conditions of optimal 
utilization; the price level of the output would be determined by the amount of reflation, 
necessary to secure optimal utilization. Stabilization of purchasing power would not be 
secured alone by such wage policy. 


Commenting on Neisser’s paper, the following excerpts are taken from J. M. 
Clark’s remarks: 


Whether a reduction of wages would stimulate recovery or not, seems to depend on a 
balancing of effects on expenditures for consumption and for investment. Profits are 
increased, and the sum of wages and profits immediately spent for consumption is pre- 
sumably reduced. Recovery may follow a reduction of wages if the increased profits result 
in increased investment greater than the decrease in primary consumers’ expenditures, and 
enough greater so that enough of these increased investment expenditures are respent for 
consumers goods by the recipients, to more than balance the decrease in primary consumers’ 
expenditures. In the spring of 1933, this would probably not have happened. Conditions 
now are, of course, different. 

* * * 


I am glad to see the principle of marginal productivity introduced as setting a limit on 
employment if wages are increased, but I fear its action may be construed too simply. Such 
an increase affects not only the cost of labor but the demand for its products and so tends 
to expand the curve of marginal productivity. Moreover, in the short run, the equipment 
is fixed and the only way to vary employment is by increasing or reducing the total working 
force, the proportions of whose parts are fixed by the (temporarily) fixed technique. In the 
long run there is more elasticity, but even here the effect of a general wage increase on 
the economical proportion of factors is not simple. The natural effect is to make it 
economical to displace some labor by capital, but if wages in the capital goods industries 
have also risen, this may be partly or wholly neutralized. Or if the displacement takes place, 
this creates a demand for capital goods which may secondarily increase demand for con- 
sumers goods enough to increase total employment there, at least temporarily, instead of 
reducing it. The question is a complex one, and no offhand general answer seems possible. 


L. B. Currie very kindly agreed at the last minute to prepare the paper originally 
assigned to J. H. Rogers. Hence it was impossible for others to examine his work 
prior to its being read. Mr. Currie’s conclusions are summarized in the following 
quotations: 


From the point of view of maintaining purchasing power, unemployment compensation 
with relatively low benefits and short beneht periods, while no doubt helpful in restricting 
the decline in the demand for goods, — insufficient to prevent a recession from 
developing into a major depression. The best type of spending from the point of view of 
maintaining incomes is on public works, which pay current rates of wages. The difficulty 
here, however, is twofold. They are inflexible, being difficult to get under way and to stop 
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promptly, and they offer employment only f i 
offer plo} y for certain grades of | 
ly co-ordination of a three-point program of 
a works offers - most fruitful line of approach on the problem of _— 
asing power. . It is possible for fiscal poli id i i ve 
cy to aid in t tenanc 
, is ance. Thus, if we should be threatened with perm 
mes, the bulk of which would otherwise have been sav increase — 
ed, 
munity’s to consume and, hence, diminish the te 
necessary for full employment. Similarly, the diversion of surplus anal fro 
retirement to public works at the onset of a recession would operate to msiatehs te on 
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MONOPOLISTIC COMPETITION AND INDUSTRIAL CONTROL 


S. H. NERLOVE, Chairman 


VANDERVEER Custis: Governmental control of industry should be under- 
taken only when its evils are less than those to be remedied. Analysis of the 
monopolistic elements, in kind and in degree, should precede control. Only a 
few examples are considered here. 

Goodwill resulting from satisfactory experience with a producer and uncer- 
tainty as to treatment elsewhere rests largely on ignorance and on the presence 
of unsatisfactory sellers. Little can be done directly to dispel ignorance, but much 
more, especially in co-operation with business, to secure conformity to higher 
standards. The Federal Trade Commission is one instrumentality by which a 
beginning has been made. 

Brands commonly represent another form of goodwill resting largely on 
ignorance. In many cases standardization, or official grading with a clear indica- 
ion of the grades, will help greatly, though this does not solve the whole problem. 

Cross-licensing of patents may either strengthen or weaken monopoly. Business 
sometimes wants it for the latter purpose. Such use should be encouraged. Some- 
times cross-licensing should be permitted only on conditions. The government 
should keep informed in regard to its use. 

Monopolistic competition implies “fewness” of competitors, but how few 
depends on circumstances. It may appear when there are no exclusive rights and 
no recognized differences in the goods because of the economies of large-scale 
production. In some cases conditions can be changed so as to make economies 
available to the small through the encouragement of associations or through 
direct governmental action. Research is an example. This is not ordinarily suffi- 
cient, and if fixed costs are proportionately large may not be desirable. Yet 
prices, though lower than with many competitors, may be too high, and there 
may be other evils. 

Here direct control may be necessary, extending even to prices and output. 
This is suggested with misgivings, for we have had little experience and less 
success with direct control; and are not fully agreed as to our objectives. Prob- 
ably industries should be divided into primarily monopolistic, primarily com- 
petitive, and those between. The lines must be somewhat arbitrary; and those 
now in the competitive group should be put into one of the others only when 
clearly desirable. Regulation should probably be by the Federal Trade Commis- 
sion, at least at first. Future developments may be determined in the light of 
experience. It is vitally important that the men entrusted with regulation be 
chosen on the basis of competency rather than of political service. 
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FORECAST OF POWER DEVELOPMENT or to b 

By Morris L. COOKE 

Rural Electrification Administration ay | 

and fa 

A decisive factor in the future of power development in the United on i 
States is the place which electricity has come to occupy not only as a driving tor pa 
force in industry and as a domestic convenience, but also as a cultunl hithert 
asset universally felt to be indispensable to a civilized way of life. The effec These 
which the radio and the movie, for example, have had upon the minds of invest 
practically the entire population has lifted the demand for electricity from is gath 
the order of an ordinary commodity to that, let us say, of the demand for oe 
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the Three R’s a hundred years ago. This special cultural characteristic of elec- 
tricity, with its effect upon public opinion and public policy, must be given 
primary consideration in any attempt to forecast the future of power de- 
velopment in the United States. 

Let me be concrete. Because of the spectacular inventiveness of Edison and 
the wizardry of such geniuses as Steinmetz, we Americans think of our- 
selves as peculiarly the people of the electrical age. But throughout our 
history, certainly until recently, we have also thought of ourselves as the 


possessors of the principal granary of the world. We have been predom- peu 
inantly an agricultural people. In spite of the strong urban trend of recent form 
decades, we still realize that our civilization rests primarily upon our natu: welfa 
ral resources, our agricultural lands, our vigorous, alert, ambitious agri- Ag 
cultural population. om 


There were in the United States in 1935 approximately 6,800,000 farms 
of which less than 800,000 were being supplied with electricity by utilities, 
privately and publicly owned. In France, 90 per cent of all rural com- 
munities are served with electricity’ and the French government has adopted 
a program which will raise this to virtually 100 per cent by 1940. In far 
off New Zealand,’ with a population density of less than fifteen to the square 
mile as compared, for example, with twenty-two per square mile in Texas, 
two-thirds of the rural population is served with electricity as compared 
with 2.4 per cent in the Lone Star State, which has more than a half a 
million farms within its borders, and which since the days of the World 
War has usually led all other states in the value of crops raised. 

Such facts and their implication in terms of both simple economic and 
cultural values and disadvantages are sinking deep into the consciousness 
of our agricultural population. They are awakening a demand for access 
to electricity which will not be satisfied by the ordinary considerations of 
the market price. They are no longer willing to be held at a competitive 
disadvantage by the inaccessibility of an essential technological resource, 


* David Cushman Coyle, Electric Power on the Farm (Rural Electrification Administt- 
tion, U. S. Printing Office, Washington, D.C., 1936), Chapter VI. 


238 American Economic Association 


arm 
proj 
a fa 
prop 
ered 
In t 
view 
need 
sible 
on t 
has 
whil 
cons 
top | 
of t 
val 
Hou: 


Forecast of Power Development 237 


or to be cut off from those unprecedented cultural currents that today course 
through the air. Between 1920 and 1930 there was a net loss from the farm 

pulation of about six million persons,? mostly young, who left the farms 
and farming as a way of life, not for simple economic reasons only, how- 
ever important these may have been, but also because of their keen hunger 


; for participation in the cultural riches which the electrical industry has 
fal hitherto poured in such abundance upon the great centers of population. 
ect These centers have assured the easiest and richest return upon financial 
of investment. The demand that this inequitable situation shall be corrected 
an is gathering like an irresistible ground swell throughout rural America. 

sae It is the force of this reasonable and increasingly articulate demand that 


has impelled the federal government during recent years to enter the field 
of power development on an unprecedented scale. As I have said elsewhere,’ 
Uncle Sam, recognizing electricity as an absolute necessity in modern life, 
has determined that the supply must be plentiful, widely distributed, and 
cheap. It is no longer a question of public versus private ownership. There 
isno widespread demand for public ownership of the electrical utilities in 
the United States. There is, however, an insistent demand that this necessity 
shall be supplied, in reasonable conformity with the traditional ideals of 
private enterprise and the free market, if possible, but in any case in con- 
formity with contemporary ideals of the public interest and the public 
welfare. 

Again let me be specific and concrete. The Rural Electrification Ad- 
ministration was set up in direct response to the demand of the organized 
farmers. By December 11, 1936, 210 projects had been approved. These 
projects were not ferreted out by the REA; they were selected from 
a far greater number proposed by farmers themselves. In making these 
proposals, these farmers were not prompted by vague, loosely consid- 
ered desires. They were prompted by a clear sense of very specific needs. 
In testing the character and quality of this demand, the REA inter- 
viewed all farmers in the project area to ascertain what appliances they 
needed and would pledge themselves to install if electricity were made acces- 
sible. The list in our first questionnaire was limited to a few items assumed, 
on the basis of the records of the utilities, to be most important. That list 
has steadily lengthened in response to demand, and it is significant that 
while the first short list featured those items which required the heaviest 
consumption of power, the new items which are crowding close to the 
top of the list are those which require little power but which, in the appraisal 
of the farmers and their wives and children, have the greatest cultural 
value. Because of assumed practical considerations, the radio, for example, 
"Recent Social Trends in the United States (One Volume Edition, New York, Whittlesey 


House, 1934), p. 111. 
The Future of Electric Power,” The New Republic, December 16, 1936, pp. 207-11. 
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was initially withheld from the list. The emphasis with respect to many of 
the items is of course largely determined by the type of farm, whethe 
general, dairy, truck, stock, poultry, and the like; but the demand for the 
radio, as shown by the survey record, is almost as universal as the demand 
for electric light. This is affecting commerce. Merchants in some of the 
rural areas of the Tennessee Valley report that they are experiencing for 
the first time a demand for nationally advertised goods and they explain 
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that this demand is due to the use of radios on newly electrified farms, The sin 
point which I stress is that the demand for electricity is there, and that it js mestic | 
not a vague, emotional demand, but a concrete, specific, considered demand domesti 
for a service which the farmers who invite the projects themselves regard cast, th 
as essential to their economic and cultural well-being. In this connection, per yea 
it must be remembered that the Act of Congress creating the present MN United 
Rural Electrification Administration specifically limits its activities "to The 
persons in rural areas who are not receiving central station service.”* The HMM of thes 
REA is dealing with Americans who want electricity but who have been HM for lov 
unable to get it. last yea 

Why should the United States be so notoriously behind other civilized HIM are im) 
nations in making electricity available to its farmers? The inescapable answer HM countit 
is that hitherto private utility corporations have refused to serve farm areas’ distrib 
except at rates and installation charges so high as to be prohibitive except of Mec 
to the cream of the business. The Act provides that in making loans, the finding 
REA shall give preference to states, territories, municipalities, peoples unkno’ 
utility districts and co-operative, non-profit, or limited dividend associations; sulting 
but it also provides that no loan for the construction, operation, or enlarge man fe 


ment of any generating plant shall be made unless the consent of the 
state authority having jurisdiction in the premises is first obtained.* 

Ninety-five per cent of our electrical industry is privately owned. An 
effort was therefore made to win the co-operation of the private utilities 
and to make use of their facilities and equipment in every way compatible 
with the spirit and intent of the law. To date, of 210 approved projects, only 
17 or 9 per cent are sponsored by private utilities, 22 are sponsored by 
public agencies, and the sponsors of 171 are rural co-operatives of © 
operative in character. Empire building rather than social values has been 
the primary incentive behind the promotion of our present electric trans 
mission systems—empire building and the maintenance of a rate structure 
which is estimated to have yielded an overcharge last year in excess of 
400 million dollars. This overcharge was paid by domestic consumers and 
small commercial users. 
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The unsatisfied demand of nearly 90 per cent of our farmers must be dome 

* Rural Electrification Act of 1936 (Public—No. 605, 74th Congress), Section 2. , 
*Cf., William E. Mosher and Finla G. Crawford, Public Utility Regulation (New York, ,Po 
Harper & Bro., 1933), pp. 480-1 P, - 
* Rural Electrification Act of 1936 (Public—No. 605, 74th Congress), Section 4. urpo 
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xcepted as a major factor in our forecast of power development. But it 
would be a mistake to regard it as exceptional notwithstanding its dimen- 


the HMMM ions, or indeed as the greatest factor. The case of urban electrification 
ind HAM throughout most of the United States is only relatively better than that of 
the {arm electrification. Samuel Ferguson, one of the forward looking leaders 
for HMM jn the utility industry, points out that a well-equipped home would use 


3,400 kilowatt hours annually as compared with an average actual domestic 
consumption of 673 kilowatt hours in 1935. If 50 per cent of present do- 
mestic users should reach Mr. Ferguson’s level, or differently put, if all 
domestic consumers should on the average reach one-half of his ideal fore- 
cast, they would account for an increase of over 80 billion kilowatt hours 
pet year, which is greater than the total consumption of all users in the 
United States in 1935. 

The attack upon utility companies, provoked by the essential indifference 
of these companies to the public interest, is concentrated in the demand 
for lower rates. In affirming that every indication points to an overcharge 
last year in excess of 400 million dollars, I recognize that refined estimates 
are impossible under present unscientific methods of distribution cost ac- 
counting. In this context, I venture to call attention to a study of power 
distribution costs which I presented last year before the American Society 
of Mechanical Engineers.” Notwithstanding the obvious need for it, cost- 
finding as commonly practiced throughout the industrial world is all but 
uiknown among the utilities. After some eighteen years of agitation re- 
sulting in a Congressional mandate, Co-ordinator of Transportation East- 
man recently published the results of a two years’ inquiry into the feasibility 
of railroad cost-finding.* Much of the discussion in this excellent report has 
a bearing on cost-finding in the electrical field. We can have every assur- 
ance that costs for every phase of electrical service are ascertainable with 
about the same effort that is used in securing ocher industrial costs. Under 
these circumstances, and in view of the vast sums of money spent by utilities 
in litigation directed against attempts of public service commissions to mod- 
erate rates, is it mot noteworthy that costs of retail electric service taken 
asa routine from the books have never been presented in a rate case before 
a public service commission? It is difficult to resist the inference that this 
defiance of sound and reasonable methods of cost-finding and publication— 
ince really good cost-finding cannot be developed in secrecy—is part of 
a deliberate design to frustrate the insistent public demand for abundant 
clectric service at the lowest reasonable rates. 

This defiance is the more remarkable in view of the importance of the 
domestic consumer to the financial prosperity and stability of the industry. 


iP wer-Distribution Costs, A. S. M. E. Transactions, May, 1936, pp. 277-82. 
John H. Williams, Report on Cost Finding in Railway Freight Service for Regulatory 
Purposes (Federal Co-ordinator of Transportation, Washington, D.C., June, 1936). 
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Output and revenues of electric utility companies are at record levels ex. 
ceeding those of the years 1929 and 1930. Production of electricity jg 
1936 will exceed 100,000,000,000 kilowatt hours, an increase of approxi- 
mately 15 per cent over the record output of 1935, and revenue from sales 
to ultimate customers will be more than 2 billion dollars. For the fry 
six months of this year these revenues totaled $1,009,735,000 against 
$1,008,405,000 for the corresponding period in 1930, the previous high. 

During the depression years, the production and revenues of electric util. 
ity companies held up remarkably well and exhibited a stability whic 
was markedly absent during that period in the production and revenues of 
most of our leading industries. In terms of production and revenue, 1932 
and 1933, respectively, were the worst years of the depression for the 
utility industry. But in 1933 revenues were only 11 per cent, and in 1932 
production was only 15 per cent below the best levels the industry had ever 
reached.°® 

One major factor accounts for the stability of the utility industry in the 
depression and for the new high records its energy production and dollar 
revenues are making today. The domestic consumer, urban and rural, saved 
the utility industry. Prior to the depression, the industrial customer was 
the darling of the utility industry. When the crash came and production in 
many industries came to a halt, the industrial use of power fell precipitously, 
and revenues from this source dropped. 

Total revenues were bolstered by the increasing stream of dollars poured 
in by the domestic consumers whose use of electric energy for all purposes 
actually increased during depression years. In 1929, 59 per cent of the 
energy produced was used by industrial customers who furnished 32 per 
cent of the total revenues. In 1932, only 50 per cent of the total energy 
consumed was used by industrial customers who provided about 30 pet 
cent of all revenues. From 1929 to 1933, energy consumption by domestic 
consumers increased from 13 per cent to 18 per cent and the share of total 
revenues they paid in rose from 32 per cent to 37 per cent. 

The growing importance of the domestic consumer is evidenced by aa 
increase of approximately 50 per cent in his energy consumption between 
1929 and 1936. We can expect the demand for electric power to con- 
tinue to increase at a more rapid rate than population or industry. 

In the past eighteen months, there has been a pronounced trend toward 
simplification in the holding company structure. While it is still complex, 
there are many forces at work to reduce the large number of corporations 
which have unnecessarily complicated the corporate relationship of the 
principal utility systems. The principal maneuvering has been directed at 


* Computed from The Electric Light and Power Industry in 1935, Edison Electric Institute, 
Statistical Bulletin, Number 3, June, 1936. 
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the consolidation of operating companies and at the dissolution of sub- 
holding companies. There is every indication that this simplification move- 
ment will continue. 

The unraveling of holding company structures, the simplification of rate 
sructures, and the further lowering of rate levels will tend to increase 
confidence in the utilities and indirectly serve to increase the use of electric- 
ity. What would be the effect upon the upward curve of power consump- 
tion and development if rates were so lowered as to induce the average 
American household to use not twelve times the present average number 
of kilowatt hours, as Mr. Ferguson suggests, but let us say three or four 
times the present average amount? 

The recent intensification of public concern with the development of 
the power industry as a cultural as well as a simple economic instrumen- 
tality has been greatly influenced during recent years by the maturing 
public attitude toward the conservation of our natural resources, the widen- 


ne ing appreciation of the rdle which power in its modern applications must 
ar play in that conservation, and the response of government, more especially 
d the federal government, to that public concern. I need only utter such words 


as “flood damage’”’ and “‘soil erosion” to make the picture flash through the 
consciousness of the members of this audience who are professionally 
preoccupied with such matters. The response of public opinion and of the 
federal government to the implications of those words has led to an en- 
tirely new type of power development under the navigation clause of the 
Constitution—new certainly in scale and in social or cultural objectives. As 
an index to the novelty of this response, consider the new attitude which 
is just beginning to make itself manifest toward so simple a thing as water. 
The prevailing idea in the greater part of the United States has been that 
water is a “free” good. To the farmer and landowner—to practically all 
of us—the rain fell as a gift from heaven. Precipitation was outside the 
scheme of ownership and commercial accountancy. Little waters and sub- 
soil waters have often seemed to be without directly capturable and vend- 
ible values. Failing to recognize that some of the most vital and valuable 
assets of our national life lie outside the bookkeeping of private enterprise, 
we have not considered rain as an economic resource, but merely threw 
itin with the land as a heavenly gift. 

Sobering experience has taught us that successful and permanent agri- 
culture, as of all soil conservation, is a combination of dirt and water 
farming. Such farming maintains a fertile top soil and makes available the 
fequisite amount of water to growing crops. This proportioning of soil 
and water does more. It is the first step in a long ecological chain of 
causes and effects which leads to the solu! on of all our water problems, 
including flood, low water, and drought control, navigation, sanitation, 
game and fish preservation, irrigation, ar 1 as a condition of these activi- 
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ties, both financially and technologically, to power generation includ; 
farflung rural electrification for pumping. Power under social control wi 
become the great co-ordinating factor in conserving our natural resourc 
Here we have an index to the informing spirit and purpose back of s 
magnificant undertakings as the Boulder Dam on the Colorado River, 
neville and the Grand Coulee on the Columbia, and the mountai 
earthwork barricade now being raised on the upper reaches of the 
River at Fort Peck. The ultimate installed capacity of these dams will 
nearly 4,000,000 kilowatts. Boulder Dam particularly is an example 
the multi-purpose type which, because of its widespread and often 
sessable social and economic benefits, falls to the lot of government 
construct. The works of TVA, while fundamentally for the control o 
navigation, are outstanding examples of the use of power as the co-ordinat- 
ing factor in conserving natural resources and, above all, cultural and 
human resources. What must be sought, what is being sought and in an 
increasing measure attained, is an effective means for carrying out our 
common American cultural purpose and design, not only in the interest 
of the living generation, but also for the protection and enhancement of 
the lives of all generations to come. 

How then shall we forecast the future of power development in the 
United States? Your Association must necessarily have a special interest 
in the precise statistical answer to that question. But if we should draw a 
curve based upon the presently available data as contained in the records 
of the power industry, it would, I am convinced, be an inadequate and mis- 
leading guide. How shall we appraise the intangible factors which are des 
tined to be the controlling factors in our power development? May I then 
close by repeating once more what Thomas A. Edison wrote shortly before 
his death: 


I am an old man now. I have lived to see the street car, the elevator, the electrified 
railroad, the automobile, the phonograph, the motion picture, the radio, the airplane, and 
the beginning of television. It seems today to many, as it seemed to most men and women 
in 1882, that no great forward steps remain to be taken. It may be that the next forty 
years will not produce inventions of such revolutionary character. Progress has been s0 
rapid that we may require a breathing spell in which to consolidate our gains, and develop 
present inventions to their full capacity. But of one thing I am more positive than I was 
even forty years ago—the electrical development of America has only well begun. 

If the forecast implicit in that statement is sustained by the event, that will 
be due not to inventors only or to business enterprise only, but also and 
primarily to the irresistible demand of the American people that they be 1.1 
served in the full measure of their conception of electricity as indispensable #2. I 
to their economic well-being and their vital participation in the cultural 


life of our contemporary world. 
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THE POSSIBILITY OF A SCIENTIFIC ELECTRICAL RATE 
SYSTEM 


By J. M. CLARK 
Columbia University 


I. Essentials of a Scientific System 


I hope that this paper may prove considerably less technical than might 
be expected from its title. I shall not concentrate upon detail questions of 
the procedure of cost allocation, for the reason that there appear to be 
broader questions demanding all the attention that can be given them 
within the limits of such a study. 

To many persons, a “‘scientific’’ rate schedule probably means one in 
which rates are calculated by the use of an impressive formula, inscrutable to 
the layman, and one which grinds out an exact answer. I am reminded of 
i friend I once heard define chemistry as “‘the science of things in bot- 
tles.” In a scientific rate system, the formula is a good deal like the 
bottle. If you have a good medicine, you are likely to need a bottle to hold 
it, but it is the medicine and not the bottle that does the good. In much 
the same way, in an electrical rate system it is not the formula, but the 
principle behind it, which is capable of producing good results if the formula 
performs its proper function as a vehicle for conveying the medicine in 
wpropriate concentration to the point where it is to be applied. 

To answer briefly the question posed by the title of this paper, there is 
a0 one formula which can perfectly meet the requirements of all situations, 
ind if that is what a “‘scientific” rate system means, then it is impossible. 
There are a number of principles to be reckoned with, to some extent in 
conflict with one another, and they cannot be automatically harmonized by 
uy purely mechanical procedure. But it is possible to deal with these 
wnflicts scientifically, to minimize them, and to bring about a rational work- 
ing compromise, leaving to the element of ‘‘judgment”’ such latitude as is 
tionally required to deal with factors which no formula can perfectly 
cover. In that broader sense, a scientific treatment of electrical rates is pos- 
sible. 

A scientific system as I am here conceiving it should have the following 
characteristics : 


1. It should be directed to rationally conceived ends. 

. It should be based on a systematic and adequate analysis of the fac- 
tors conditioning the attainment of such ends. 

. It should proceed by an application of these factors which is as accurate 
as available means to knowledge will justify. 

. It should recognize and conform to any factors required by practical 
conditions of time and place, even if they are not eternally necessary 
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to the end in view, but it should distinguish such factors as far a 
possible, especially where they may prove to be obstacles to an ide 
result. 
5. It should not push the pursuit of one ead beyond what its relative 
importance justifies merely because that end can be served by a 
attractive formula and to the disregard of other ends which cannot 
be so readily treated in this way. 


It may be that what I am defining is a sensible policy rather than a scien- 
tific one; and it may be that being sensible has little or nothing to do with 
being scientific. For example, if we had a scientifically accurate system of 
cost keeping, it would show costs per unit rising with a falling rate of 
operation in time of severe depression, This behavior can be minimized by 
the use of standard burden rates, but can hardly be eliminated entirely. 
Now if we were to base rates on such a cost system, fixing them higher in 
depression than in prosperity, that might be scientific—granting the premise 
of the desirability of a cost system of rates—but it would not be sensible. 
Unless what is scientific can be put at the service of what is sensible and 
harmonized with it, the latter is to be preferred. of tl 

own 


Il. Ends in View ona 


In the first place, as things are, rates must cover the minimum necessary are | 
supply-price of the service as a whole, on the average of fluctuations if not A 
over every single month or year, the service being of the quantity and quality cove 
which is worth paying that price for. This is not an eternal necessity, since if th 


it is possible to subsidize the service to cheapen it to consumers, and a pub- T 
licly operated system is in a position to do this quite freely. But the general cost 


framework of our existing scheme of prevailingly private operation requires Vat} 
this, and any immediate program must recognize the fact. ~ 

This limit is admittedly elastic. If less is allowed, supply will not at once cent 
fall short of demand, but the service may be starved in the long run, and trib 


intangible elements of quality sacrificed. On the other hand, unduly high yea: 
rates may in some cases lead to unnecessarily lavish expenditures and the 
development of services which are not worth while, though that is a less 
likely outcome. 

Charges for particular services and units of service should be so con- 
structed as to stimulate the maximum economical use of the service, secut- 
ing to the consumers all uses of service which are worth the additional 
cost they occasion. 

The movement of rates should be such as to promote business stability 
in general or at least not to aggravate instability. It is fairly generally recog: 
nized that the comparative rigidity of certain prices where others are much 
more flexible is an aggravating feature in the general instability of business, 
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and public utility charges are the most conspicuous example of the rigid 
group of prices. 

The system of rates should be consistent with affording a positive incen- 
tive to continued improvement in the economy and efficiency of construc- 
tion and operation. 

The distribution of burdens between different classes of service and of 
customers should be justifiable by some standard of equity. Since there are 
elements of constant and general costs to be allocated, a mere mechanical 
rule that each shall bear its own costs is not sufficient. 

Where public and private systems operate alongside one another, the 
system of rates should be such as to afford a fair index of the genuine 
economy of the two systems. One should not be subsidized by the taxpayers 
ard the other not. This principle may be disputed, and will be referred 
to later. In other words, yardsticks should both measure the same kind 
of yards. 

III. Conditioning Factors 


A primary conditioning factor is the system of ownership and control 
of the service: whether private ownership under public regulation, public 
ownership on a monopoly basis, or public ownership competing with private 
ona “yardstick” basis. A public monopoly is free to do some things, if they 
are held desirable, which the other systems cannot or should not do. 

Akin to this is the method of financing. If the whole cost has to be 
covered out of the rates charged the situation is different from what it is 
if the resources of taxation can be drawn upon to bear part of the burden. 
The behavior of costs affords a primary conditioning factor. Not only do 
costs not vary proportionately to service rendered, but so far as they do 
vary different costs respond to different characteristics of service. Some 
respond to number of consumers, some to maximum demand put on the 
central plant, some to maximum demand put on different parts of the dis- 
tributing system, with allowance for the time of day and the season of the 
year, some to distance from central station or distributing station or to the 
density with which consumers are grouped along the distributing lines, 
and some to other factors, forming in all a bewildering network of cross- 
classification. Not all these factors can be taken account of in any rate- 
making formula. Some must be otherwise handled, if they are handled at 
all. 

Another conditioning factor consists of the tools available for cost analy- 
sis. I give them a separate heading for the sake of emphasizing the fact that 
these tools are quite a different thing from the behavior of costs which 
they rather imperfectly represent. By this I do not mean that the facts are 
not correctly reported. I have no reason to doubt that the Connecticut Light 
and Power Company knows the cost of the poles on the distribution-line 
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which serves my street; and they presumably know what they spend 
repair service—not perhaps on my street or on the particular distribution. 
line of which it forms a part, but probably on the average for the whol 
town. But the cost to the company of the current I consume is a fact of ; 
different order, and the books do not report it. They furnish materials from 
which inferences are drawn about the responsibility of classes of traffic for 
classes of costs and any idea that may be constructed as to what my current 
costs the company represents a parceling-out and recombining of thes 
inferred class costs. It is thus a very high-grade inference, probably based 
more than one crucial point on implied assumptions known to be con- 
trary to fact. This condition ought to give the cost experts more fellow 
feeling toward economic theorists than seems to be actively in evidence. 

Accountants are, one feels, still inclined to take for granted that, because 
the costs of running an electric power company may be objective recorded 
facts, therefore the cost of producing one consumer’s current, being a part 
of the whole, must also be an objective fact capable of being recorded by 
installing a good cost system. But it is just this matter of assigning parts 
of the whole budget of costs to parts of the output that occasions it, which 
involves inference. One hopeful sign is that those who think in terms of 
cost allocation are apparently coming to recognize the importance of “incre 
mental’’ cost as distinct from total cost per unit of business.’ If they be 
come clear enough as to the importance, and the nature, of incremental 
cost, there is possibly no danger in allowing them to build up cost systems 
based on arbitrary allocations; because they will probably not take them too 
seriously, and will set them aside in favor of reckonings starting from in- 
cremental cost whenever that is really called for. If they do this, with an 
intelligent view to all the relevant facts, they will be making their rate sys 
tem more scientific than if they had stuck to cost accounting systems giving 
total cost per unit. 

A fifth conditioning factor consists of the responsiveness of demand and 
the differences in responsiveness in different classes of service, types of use, 
and volumes of consumption. Some theorists would ignore this factor, te 
ducing all charges to a basis of incremental cost and disregarding whethet 
the added consumption thus promoted is much or little in a given case. 
However, the problem of covering total costs, if they are not to be covered 
out of rates, appears to be a fatal obstacle to such a program, and if total 
costs are to be covered, consideration needs to be given to the methods 
which will constitute the smallest deterrent to the development of maxi 
mum use. 


*In this connection, “unit of business’? does not mean a uniform allocation per kilowatt 
hour; part of the costs may be allocated in this way and other parts on the basis of other 
units such as maximum demand, connected load or a combination of the two, floor spact. 
number of rooms, number of customers, etc. The essential thing is the allocation of #! 
costs in some systematic fashion 
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A sixth consideration is the responsiveness of general business activity 
(a) to a price program limited to the special field of electrical rates (this is 
likely to be small) or (b) to a harmonious price program extending over 
the whole field of industry. In the latter case, more substantial results may be 
looked for, especially if the program is not confined to the field of prices, 
but merely requires that prices should be such as will fit in with the rest 
of the program and not retard it. 

A seventh conditioning factor is the human equation of the public— 
their general ideas of what is fair and the limits of their understanding of a 
complex rate formula. These, however, are moveable limits; and the public 
has gradually been brought to accept rate practices of which they were at first 
distrustful. This factor has made compromises seem necessary in the past but 
probably imposes no serious limits at present on the ultimate installation of 
a scientific rate system, if one can be formulated. 

After this survey of objectives and conditioning factors, one would hardly 
expect any one simple formula to meet all the requirements with pre- 
cision. I shall certainly not try to produce such a patent formula; still less 
to answer offhand such questions as whether residential rates are higher 
or lower, relative to industrial power rates, than they ought to be. The 
main outlines of a rational treatment are fairly clear; but after they have 
been stated in principle, many problems remain if the principles are to be 
put into effect. Some of these I will try to point out. 


IV. Rates to Cover Costs 

Accepting as a fact that the major part of the service is rendered by 
self-supporting private enterprises, it follows that rates must, on the aver- 
age of good and bad times, cover total costs, including the necessary supply- 
price of capital, management, and enterprise. There are plenty of problems 
here, but they are familiar and I shall not go into them. They include the 
keeping of proper accounts, the vexed problem of valuation, the more neg- 
lected problem of the rate of return, and the problems of the fees of hold- 
ing companies, salaries, and other possible leakages of income; also the 
problem of sound capital structurés, in order that companies shall not get 
into a position in which they require unreasonably high earnings to avoid 
financial disaster due to unsound or imprudent capitalization or financing. 


V. Flexibility of Rates 

There can be little question that, in a business system which alternates 
between prosperity and depression, it is an aggravation if large elements 
of cost of production, such as freight rates and rates for industrial power, 
either remain rigid or actually rise at just the time when industry's capacity to 
Pay is weakest. A rational rate system, if it could be managed, would be one 
in which the public service industries would make enough money in good 
times to enable them to reduce rates in bad times. 
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This, of course, is easier said than done. Judicial precedents would hay. 
to be circumvented or upset. If the special excess earnings of good time 
were to be kept in the form of an earmarked surplus fund, the co ion’s 
undivided profits tax would presumably have to be modified. If this wer 
not done, and if the corporations were left under pressure to divide th 
earnings of good times while still being liable to rate reductions in bad 
times, their capital structures would need to be reorganized in order tp 
endure the strain. And the limit of such a plan would be reached whe 
earnings at existing rates shrink so much more than costs are capable of 
shrinking, that the companies face actual operating deficits, as so many 
railroads have done during the past depression. Finally, someone would 
have the delicate responsibility for determining when business was pros 
perous and when it was depressed; and for this there are as yet no gen- 
erally accepted or acceptable standards. 

A minor problem, but a very real one, would be the relative treatment 
of residential, commercial, and industrial power consumers. Temporary te- 
ductions of zates during temporary hard times might precisely suit the 
needs of industry, which has productive capacity and only needs to be 
enabled to cover the costs of working it, while the avowedly temporary 
character of the reductions might prevent them from being utilized by 
residential cunsumers to expand their use of current, since any consid- 
erable expansion only comes if they invest in fairly long-lived appliances; 
and for that purpose one of the requirements is that they should be able 
to count on their rates for the future. An avowedly temporary reduction 
might have no effect. Residential use, given the existing appliances, is 
comparatively stable and inelastic, and does not decline in a depression 
in the same way that use for industrial power does. Yet to leave residential 
consumers out when reducing rates to other classes would arouse opposi- 
tion and might appear unjustifiable. 

Thus even this comparatively simple reform would face amazing diff- 
culties in execution. Moreover, by itself it would not be sufficient to have 
any very decisive effect in checking the decline in demand in a serious de 
pression. If it were a part of a more comprehensive program, the net 
effect of the whole might be such that the railroads and public utilities 
would be better off, even with reduced rates, than if rates were maintained 
and business activity declined heavily. But such a comprehensive program 
still seems a long way off in a highly uncertain future. 


VI. The Stimulation of Maximum Economic Use 
As already noted, the most inexorably logical application of this prit- 
ciple calls for rates that cover only incremental cost, leaving the remaindet 
to be covered out of taxation. Stated in this way, the principle sounds quite 
radical. However, the above statement goes farther than the essential prin- 
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ciple requires, and in application it would probably be much less radical 
‘han it sounds—and also far less effective in stimulating added business. In 
the first place, all that the principle really calls for, on strictest theoretical 
grounds, is that prices for different goods and services should be pro- 
portional to incremental cost, not equal to it. Industries might charge 
enough to cover total costs, on the average; and those whose ratio of in- 
cremental to total cost is above the average would make a profit which 
should be taken by taxation and turned over to the others. This brand of 
taxation would not be progressive, and for that reason would not be ideal; 
but the easy theory that huge increases in tax revenue can be gotten by 
additional taxation of the very rich will not stand candid examination. If we 
go in for a system calling for very large increases in tax revenues we shall 
almost certainly be forced to sales taxes of some sort. 

In the second place, since it is a question of a long-run price policy, the 
incremental cost in the case should appropriately be, not the short-run cost 
of aconcern with excess capacity, but the long-run incremental cost, which 
usually involves the cost of installing additional plant capacity. This is or- 
dinarily much higher than short-run incremental cost. There may be excep- 
tions where capacity exists well beyond even the demand which would 
be developed by radical reductions of rates over a fair term of years, but 
in general the application of the incremental-cost principle would not lead 
to spectacular rate reductions. 

The usual working compromise between the principle of developing 
added business and the need of covering total costs takes the form of the 
familiar block system of rates, usually a modification of the principle of 
‘readiness to serve.”’ In the theory of this system—from which the prac- 
tice usually departs somewhat—all costs are divided into three classes: those 
dependent on number of customers, those dependent on capacity, and 
those dependent on output. This is far from covering all the factors re- 
sponsible for differences in costs; for example, distance and density and the 
type of distribution-line employed all have important effects on cost of dis- 
tribution-lines per unit of capacity, while capacity of central stations and of 
local distribution-lines might well be treated separately. However, formulas 
must stop somewhere; and the usual formula stops with the three factors 
already mentioned. 

Then, in theory, total customer costs are allocated at so much per cus- 
tomer, total output costs at so much per kilowatt hour, and total capacity 
costs on the basis of some index of the consumer's responsibility for the 
maximum demand which the system has to be constructed to meet. This 
last is the complex feature, giving rise to numerous devices of allocation. 
Here the “load factor” (ratio of average to maximum rate of use) is the 
central fact, while the load factor for a numerous class of customers is 
better than for the average single customer in the class on account of the 
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diverse times at which current is used (‘‘diversity factor’). The time of 
day or season of year at which current is used is important in some Cases: 
but the residential user, who used to be a bad customer from this stand 
point, has so spread out his use by reason of domestic power and heati 
appliances that as a group he now compares favorably with the best of the 
other classes in this respect, and the old winter evening lighting peak has 
generally lost its former significance. 

This analysis leads to a rate composed of three parts: a customer charge, 
a readiness-to-serve charge in which the capacity costs are covered, and; 
uniform and fairly low charge for current. The readiness-to-serve Portion 
of the rate is large, resulting in a very heavy charge per kilowatt hour for fam 150% 
user who takes very little current in proportion to his installation, but if he settle t 
increases his use without increasing his installation he gets his added cur. A si 
rent at a low rate. scales, 

If such a system is rigidly followed, the result is neither strictly scientific HE Dig 
nor strictly expedient; but on this point a clean-cut verdict is difficult or fmm be the 


impossible, since standards of expediency are elastic and standards of the fame ‘tal © 
scientific character of a rate system involve ambiguities if not actual con- than t 
flicts between the various objectives already mentioned. differ 

In the first place, such a rate system is not strictly scientific because the in- Igy Yield 
dexes of capacity costs are necessarily somewhat crude and undiscriminat- shoul 
ing. They are uniform within classes, though different groups within thes shoul 
classes are responsible for different costs. Density and distance are dis- ing th 
regarded up to a certain point, beyond which, in outlying areas, they are Hy 4 ™ 
taken care of by special arrangements outside the basic tariff. Is this scien- total 
tific? It is a problem, though hardly a major one. To 


In the second place, such a rate system allocates total costs within each ‘oe 
division and not incremental costs, and so may fail to develop some to fe 
uses which would be economic. This is hardly scientific, but on the other — 
hand there is ground for charging some margin above bate incremental ames 


cost in order to give the company an incentive to take active measures to how 
develop added business. There is no reason, however, for supposing that 
a total-cost formula affords just the right incentive. If such an incentive 
should be allowed, should the total rate of return be flexible so that the 
company could temporarily earn more if it reduced rates and developed 
added business? This is the principle of the “sliding scale,” sometimes used 
for gas rates though subject to serious difficulties. A similar principle is 
embodied in an arrangement recently made for electrical service in the 
District of Columbia. Is this sound, or should the incentive be given to 
management rather than to capital, or should both be included? 

A rigid “readiness-to-serve” rate system is not strictly expedient, partly 
for the reason just mentioned, since it does not afford latitude for meeting 
special competitive conditions affecting particular types of use. Furthermore, 
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the high initial charge before any current is used seems unfair to many 
ysers and has been forbidden in some jurisdictions. As a substitute, a high 
initial rate per kilawatt hour for small amounts of current has been used 
and this method may secure substantially similar results. Actually, how- 
ever, this method has been extended beyond what is necessary for the pur- 
pose, and several successive scales employed for added use of current, 
diminishing as use increases. Thus the long-hour user gets quite low rates 
for added current, while the short- or medium-hour user has much less in- 
centive to expand his use unless he expands it a great deal, and puts him- 
self in a new rate bracket. Such a form of tariff might be used in a 
reasonably scientific way or not; the mere form of the schedule does not 
settle the questions. 

A scientific starting point for tariffs might be afforded by the use of two 
sales, one representing total cost and the other incremental cost only, both 
being analyzed in the way already indicated. The latter would ordinarily 
be the minimum limit on the added charge for added current, and if the 
total charge for any given amount of use by a given customer were more 
than this by a given differential, the rate should maintain at least that 
differential for all further increases in use, so that added use should never 
yield less than added cost. The general presumption would be that users 
should pay a pro rata amount above incremental cost, so that rate schedules 
should approximate the total-cost line, but there should be room for reduc- 
ing this allocation wherever special conditions of competition or substitution 
are met or wherever a reduction would attract important new uses, and the 
total burden could be correspondingly redistributed. 

Total rates below total present cost might be justified if the reduction 
promised in a reasonable time is sufficient to attract enough new business 
to reduce costs to the level of rates. And in extreme cases, special rates below 
present incremental cost might be justified on the same principle, if in- 
cremental cost as well as total cost decreases with added use. This would, 
however, be exceptional. In short, between incremental cost and total cost 
there is latitude for “charging what the traffic will bear,” and to the 
extent of that latitude scientific procedure does not call for a rigid and iron- 
clad formula for rates. Such a rigid formula could only be justified as the 
lesser evil where management cannot be trusted to use discretion properly 
and where therefore some mechanical check is needed, even though it 


F may not be really scientific. 


VII. The Question of “Yardsticks” 


This paper should not be prolonged, yet important questions remain. 
Is a scientific system possible for publicly owned enterprises competing with 
private enterprises on a so-called “yardstick” basis? Here there may be 
two views of the proper nature of a yardstick. The first calls for a fair 
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test of efficiency between public and private operation, implying that the 
users have a right to rates from private companies as low as the cost at which 
they could produce current for themselves. On this basis public rates should 
not be lower than private except as true costs are lower, not because the 
public plant has the political power to run at a deficit made good out of 
taxation. On this theory it should charge both interest and an equivalent 
for taxes. There is even question how far its lower rate of interest is q 
legitimate economy and how far it may merely represent a shifting of 
risks to the taxpayers in general, who are liable to be called on to pay con- 
tingent shortages. Such risks are real and substantial. 

On this theory a public plant might reduce rates slightly below present 
costs as a form of pioneering in testing the responsiveness of demand, but 
only to the extent that costs themselves might be reduced by a reasonable 
increase in use and if the costs do not come down to the rates the rates 
should be raised to the costs. 

The second idea of the nature of a yardstick is that private rates are too 
high, that regulation is too weak and too much hampered to bring them 
down to a really fair level, and that the public has a right to bring them 
down by its own competition if it chooses, whether or not it can itself 
produce cheaper. Thus it would be justified in operating at a deficit. This 
is a dangerous theory; but without eternal vigilance it is likely to prevail 
for political and other reasons, once a yardstick policy has been embarked 
on. 

The question is complicated by the allocation of costs of hydroelectric 
plants between electricity, flood control, and conjectural benefits to naviga- 
tion. Here there is great opportunity for shifting costs without the possi- 
bility of adequate scientific checks. And the possibility of basing rates on 
expected future costs, reduced by expected future increases in consumption, 
opens up other vistas in which a public enterprise can indulge its prophetic 
talents without the checks to which private enterprise is subject. This is 
especially true of a hydroelectric plant with capacity far beyond existing 
effective demand. 

To sum up: a scientific yardstick cannot be calculated by simple arithmetic. 
It involves difficult elements of judgment, and the practical pressures tun 
strongly in one direction. Chaos and expediency seem likely to take the place 
of reasoned rate theories. It would seem that a federal commission of the 
highest possible character and impartiality should be charged, first with 
analyzing, interpreting, and publishing the facts as to costs and rates, and, 
second, with working out standards of fair yardstick practice, by a process 
involving the hearing of all interests affected, such standards to be ulti- 
mately made effective when they have been satisfactorily worked out. 
The principles announced by the Tennessee Valley Authority would seem 
to afford an acceptable point of departure for this work. 
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The yardstick is a result of justifiable dissatisfaction with regulation 
subject to tradition-bound judicial standards which operate to deprive com- 
missions of the reasonable margin of discretion which properly belongs to 
them. Unless this discretion can be achieved, the demand for yardsticks 
will persist, despite their potential defects and dangers. 


VIII. Conclusion 


Many questions remain, both technical and general, but this analysis 
must come to an end. Perhaps the main conclusions are three: 

1. Scientific rates are not to be identified with customary rate formulas, 
though they may have somewhat similar forms. 

2. Rate schedules could be improved both by more developed and more 
fexible cost allocation and especially by more recognition of incremental 
costs as rate minima. 

3. Proper scientific procedure leaves a certain limited scope for judg- 
ment, for “charging what the traffic will bear,” and for special rates of a 
“promotional” character. 
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The wish is father to the thought when some representatives of private 
utilities contend that there is no farsighted planning and integration in 
European electrical systems and therefore no real co-ordination of public 
and private power interests. This opinion is entirely erroneous. 

On the other hand, a second theory is often emphasized; namely, that 
some European electrical systems can be characterized more and mote as 
socialized, and this because statistics of Central European electric utilities 
show two remarkable features: first, a striking predominance of public 
ownership in these utilities and, second, frequent definite collaboration 
between public and private capital in this field in the form of mixed public- 
private corporations. These statistical facts are doubtless right. But the 
conclusion that they prove the existence of a socialized economy in this the 1 
field is incorrect. 

Let me deal with this second thesis first, by asking how it came to pass Lat 
that in an industry which originally grew out of private initiative there 
could be established such widespread public ownership? And furthermore, 
how was it possible that private capital became willing to accept collabora- 
tion with public bodies? These results can be understood only by taking 
into consideration the background of the different economic ideologies 
which, in a more or less dogmatic form, influenced the owner relationships 
and the ends as well as the ways and means of managing European electric 
utilities. 

Early in the eighties of the last century Adolph Wagner, the well-known 
German authority in the field of public finance, formulated his historical 
law of ever increasing public activity in culturally progressive nations; that 
is to say, public bodies will more and more intervene and even participate 
actively in those spheres where private activity might result in doubtful 
political and social consequences. This formulation reflected the opinion 
of conservatively-minded agrarians and handicraftsmen opposed to Big 
Business as well as that of the liberal-minded merchants and enterprisers 
in competitive industries who carried on an active campaign against cartels 
and trusts in the production of raw materials and half-finished goods. 

These groups also placed in the foreground the socio-economic idea of 
“general provision of electricity” (Versorgungsidee), and they removed 
the emphasis from the profit interest in this utility; that is, they demanded 
that the rates be adjusted to purchasing power and that service be extended 
as universally as possible. If this idea of ‘‘general provision” was not ac- 
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cepted and carried out by the industry, liberal-conservative majorities in 

srliaments fostered the development of public, chiefly municipal, owner- 

ship of electric utilities in order to provide abundant production at mod- 

erate rates. 

This liberal, attitude of liberals and conservatives was supported by the 

socialists, even though they were motivated by other considerations. They 

stood for 100 per cent public ownership as a step towards the total national- 

ization of monopolies—frequently stigmatized as “‘cold socialization.” 

A third force working in a similar direction was the economic interest 

of the municipal bodies themselves. The municipal interest was, at the 

beginning, a strictly budgetary one to get as much remuneration as pos- 

sible for the concessions and to obtain cheap electricity for the needs of the 

municipality. However, municipalities soon became interested in fostering 

low rates in order to attract trade and industry to their cities and to be 

able to outline a city planning policy. Indeed, the rates of public utilities 

were sometimes the most effective weapons in the economic rivalry between 

the cities. This coincidence of the provisional inierest of the consumers and 

the promotional interest of the cities explains the rise of municipal ac- 
tivities in the field of electricity in Central Europe. 

Later on there was anuther public interest working in the same direction, 
the national economic interest in the development of natural resources, a 
force which has been intensified step by step by the War, the following 
times of depression, and the present-day national economic tensions. Since 
not only strictly power questions were involved but also navigation, flood 
control, and, more important, regional development projects (the opening 
up of whole districts) were combined in the general economic policy, 
private initiative could not undertake and carry out the program. 

The private electric industry found it more and more difficult to main- 
tain its position against these different forces, which promoted the in- 
creasing extension of public influence—even of public ownership. They 
sought to justify their existence by appealing to the right of private prop- 
etty and industrial liberty and by pointing out the advantages of the pro- 
motional entrepreneurial spirit and the disadvantages of bureaucratic budg- 
etary management in publicly-owned undertakings. However, it can be 
stated that within limits the private owners of utilities in Europe were 
willing to accept a priori public interference. It is therefore not surprising 
that the private power industry has recognized regulation and control in 
principle, disputing only the method and degree of interference, and that it 
is willing to adjust itself to public activities even to the point of complete col- 
laboration in the mixed public-private corporations. 

Therefore, the degree of public interference depends, first, upon the 
energy and vitality of the above mentioned socio-economic idea of general 
consumer interest, second, upon the more or less egoistic economic interest 
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of the public bodies, and third, upon the strength of the idea of freedom 
for entrepreneurial initiative and the powerful political position of the 
investor groups. 

The specific forms of interference depend upon the different influences 
of these same interests and ideas—whether the way of negative inter. 
ference, of supervision or regulation or control, will more likely be take, 
as, for instance, in France and Italy; or whether the way of active public 
interference in the business itself, through subsidies, participation, or public 
ownership, which method prevails in Central Europe, the Northern coun- 
tries, and England. 

In addition, other circumstances will certainly also influence the forms 
and means of interference: as, for instance, the general legal structure of 
the countries and, above all, whether interference is carried out by cen- 
tralized governmental measures or whether it is left to local authorities, 
Furthermore, the conditions of the public bodies plays an important part. 


Having shown briefly the roots of public interference, public ownership, 
and collaboration between private and public utilities in Europe, I have 
now to deal with the first contention, which denies the existence of any 
farsighted planning or integration in European electrical systems. Let 
me show, in regard to this, the evolution of the electric economy. This 
development is influenced, first, by the factor of interindustrial competition, 
as, for instance, coal and gas versus electricity in England; second, by the 
abundance of natural power resources in the various countries (I allude only 
to the abundant water resources in Sweden, Norway, Switzerland, and 
Austria); and third, most decisively by the immense technical progress 
which has occasioned repeated revolutions in production and distribution 
and in their forms of economic organization. Thus we distinguish three 
techno-economic stages in this development: first, the stage of local pro- 
duction and distribution systems; second, group systems characterized by 
the process of interconnecting and amalgamating local companies; and 
third, bulk power stations and high tension line systems with the con- 
comitant integration of local and group systems into large-scale consumption 
districts. 

Let me trace the development of these stages in Germany, where they 
evolved most typically. 

In Germany it was the private electric manufacturing industry which per- 
formed the pioneering function of establishing the first electric public 
utilities. But shortly thereafter, urged by the population and agitated by 
business prospects, the municipalities took over many of the private utili 
ties under their own management on the occasion of new negotiations 
concerning franchises. In the course of time, however, in order to avoid 
bureaucratic management and socio-political pressure, they welcomed al- 
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ready in this first stage of block stations the compromise with the private 
utilities in setting up mixed companies. Thus in the first stage we see 
ilready developed a widespread local public ownership and public par- 
ticipation. 

The second stage of development was reached with the introduction of the 
¢eam turbine and the improvement of high-tension distribution. Thereby, 
the technical basis for the interconnected or amalgamated group systems 
was established. The characteristic in this stage was not only that private, 
public, or mixed municipal companies extended the distribution network, 
but rather the new initiative of agricultural districts and of the industries 
to be supplied with electricity. Demand, in its new form, brought the stim- 
ulus for larger investments of the private industries, too. The private 
dectrical manufacturing industry, in expanding its own dependent hold- 
ing companies and other private holding groups, formed new district pro- 
duction and distribution companies by concessions or by bulk supply to 
municipal distributors. But, indeed, this rise of monopoly power of the 
dectric manufacturing companies—the two greatest of which supplied 
44.8 per cent of the electric utilities before the War—brought a counter- 
ation, and in order to escape monopolistic influence, many communal 
groups and provinces strove to take over these private group systems. This 
trend was foreseen by Hugo Stinnes, who initiated the co-ordination of 
these opposing interests and built up the first large mixed district company, 
the well-known Rheinisch-Westphilisch Elektrizitatswerk. 

The technical development, again, led then to the third stage of reorgani- 
zation of the electric economy, in which the bulk power production was 
located more and more at the sources of energy—water, coal mines, espe- 
ally lignite or brown coal. From here electricity could be carried to the 
consumption districts, which had to be integrated into large consumption 
areas. 

This new technical, and accompanying organizational, development co- 
incided in time with the new national economic policy of exploiting and 
conserving national resources, flood regulation, etc. In connection with the 
large dam policy and the need for the most economic supply of electricity 
for the war industries, the states and even the Reich became involved in 
the production of electricity and became themselves the producers of vast 
quantities to supply large districts with much cheaper current. Besides the 
new Reich’s and states’ large bulk supply and distribution concerns there 
were established also some large municipally-owned groups and further- 
more the above mentioned public-private Rheinisch-Westphilisch Elek- 
irzititswerk grew up to be the largest and most modern system in Germany. 
With the establishment of these large production centers there began 
iso the amalgamation and integration process of consumer districts. This 
integration was forced by different means of pressure upon the local and 
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group public undertakings, by the use of the state’s right-of-way, by pur 
chasing municipal plants and distribution systems, and by inter ; 

municipal distributors. On the other hand, prestige and the fiscal interes 

of the municipally-owned group systems often hindered this integration 
process and therewith the most economic and widespread application of 
electricity. 

It may seem astonishing that the integration of the private holdings 
was on the average much easier to accomplish. The private electrotechnial 
manufacturing industry had already increased interest in the sale of equip 
ment to the huge public and mixed concerns and with time gave up t 
them their participation in local and group systems and thereby dissolved 
their powerful private monopolistic influence. As to other private holding 
concerns, their integration was often achieved by the acquisition of 
majority of the privately held shares or by the interconnection of their op 
erating companies. Nowadays purely private utilities play scarcely any 
important rdle in Germany. 

But I now have to stress the fact that in spite of this rapid development 
towards overwhelming public ownership and public participation in the 
electric business, the character of the whole electric economy in Germany 
is essentially that of the mixed system of close co-ordination of private 
and public interests. 

Indeed, the large publicly-owned and mixed holding concerns resemble 
each other very closely in their technical, managerial, and corporation struc 
ture as well as in their ends. The large publicly-owned companies, on the 
one hand, in spite of their duty to develop national resources and to supply 
cheap current throughout the areas, are managed more and mote accord: 
ing to the profit-making principle, being dependent upon the free capital 
market in order to obtain the necessary loans for new investment; and the 
mixed Rheinisch-Westphilisch Elektrizitétswerk company, on the othet 
hand, although only after a series of conflicts between the representatives of 
private capital and those of the public interests, followed more and more 
the line of general provision policy, serving not only industrial interests 
but chiefly the consumer interests of the whole area. 

The mixed nature of the whole system was perfected by the technical 
progress which allowed it to combine these large power systems all together 
in order to set up a planned electric economy under the leading principle 
of the most efficient, most widespread, and least expensive provision of 
electricity. To reach this techno-economic optimum in national provision, 
the public, mixed, and private large-scale companies were joined togethet 
in a supercompany, the so-called German Electric Company which, accord: 
ing to the opinion of its founders, was to plan a unified and single high- 
tension system throughout the Reich with interconnections even with the 
water power sources in Switzerland and in the Northern European cout: 
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iries. And this system was, again, based on a general plan of setting up 
farsighted investments. 

Eight years ago I announced publicly that the question of co-ordinating 
public and private interests could and should be solved through reciprocal 
agreements by all large companies, publicly-owned as well as mixed ones, 
with regard to the demarcation of their distribution districts and to the ex- 
pansion of their production. But as the depression has shown that all these 
concerns had built up overcapacities, I have become strongly convinced 
that the so-called self-government of publicly-owned and mixed com- 
panies will not lead to the necessary end of a techno-economic optimum 
in the production and distribution of electricity. And this is essentially due 
to the fact that the single groups cannot be restricted in following their 
individual interests in building new plants instead of leaving further exten- 
sion to those companies which work on the basis of the cheaper power 
sources—which would improve the conditions throughout the country as 
well as in their own areas. There is a need, therefore, for central legal and 
administrative interference, for a neutral umpire between the competing 
forces, and mainly for the setting up of a planned scheme of develop- 
ment for many years to.come. 

In this sense the new German Reich’s Energy Law of 1935 was, thus, 
only a follow-up of former experience. This law creates the basis for 
achieving three main ends: first, a unified plan of investments in the 
most efficient locations and therewith the tracing of a unified high-tension 
distribution system; second, prohibition of new investment in small munici- 
pal plants, and the hastening of the slow process of integration in large 
consumption areas; and third, the unification of the rate schedules and the 
adjustment of rates to the economic conditions of the consumers with the 
legal obligation for the companies to extend the network in thinly settled 
districts, 

In summarizing, we may state that the electric economy in Germany is 
developing more and more towards a farsighted comprehensive plan of 
building up the most efficient production centers and distribution net- 
works and of increasing integration of the local and group systems in 
large consumption areas (through the close co-operation of publicly-owned 
and private utility concerns). This development was initiated especially 
by the Reich’s and states’ own understakings and is carried through to a 
certain degree by close co-operation of publicly-owned and private utility 
concerns. Its final completion seems, however, to require central legislative 
pressure. 


Let me survey now, very briefly, the development in other European 
countries in order to point out that there is also co-ordination towards a 
planned policy of integration. The English type of electric economy is 
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similar to the German. Its main characteristic is also the mixed Private 
public production and distribution system. But, in one particular, the 
lish development goes further and is, in my opinion, more Progressive 
England has developed a completely unified interconnected system along 
broad and sound lines by concentrating the power stations—the so-called 
“grid system.” However, the development is backward in the field of in: 
tegration of consumption areas, and England must now solve this problen 
which arises from technical progress. 

Also, in England we find widespread municipal ownership, especially 
in the local and group stages of development. Because of many abuses, 
Parliament granted to the municipalities the optional power to take over 
the private utilities after a certain time, with the result that we find up to 
the present time numerous and often very small publicly-owned local ur- 
dertakings. In the group-system stage of development, Parliament barred the 
private utilities from establishing unified amalgamated systems from pro- 
duction to final consumption. Thus they had to build up separate dependent 
distribution companies. 

Only the emergency of tne War revealed the backwardness of the multi- 
tudinous undertakings and the uneconomic duplication of organizations 
This stimulated parliamentary initiative towards the enlargement of supply 
areas by co-ordinating private and public utilities under joint regional elec- 
tricity authorities, but the private and municipal companies were unwilling 
to amalgamate their businesses. Only three joint authorities could be estab- 
lished. I should stress that the main reason for this failure was the lack 
of compulsory power to enforce the agreement by the commissioners 
charged with this task. Again Parliament had to act. In order to unify the 
whole system it set up the Central Electricity Board, the largest public utility 
administration in England, which established the aforementioned grid sys- 
tem on the basis of selected public and private power stations. 

But the problem of integrating local and group utilities into larger con- 
sumption areas remained. As in Germany the problem of integration 
does not depend, as is commonly asserted, so much upon the question of 
public or private ownership as upon the co-ordination of public and private 
interests, co-operating with each other. To quote an English authority, in 
England, also, the controversy is not primarily one of public versus private 
ownership but of regional versus local development. 


Of a quite different type is the French electric economy. The French 
characterize their system with the contradictory concept of “supervised 
liberty.”” Private initiative has built up large production centers mainly 0 
the basis of coal in the north and water power in the east and south, and 
with these production centers there is connected a large widespread French 
grid system, managed by various private high-tension line distribution 
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cmpanies owned by the producers, the industrial consumers, railways, 
ind final distributors. But the special feature is the centralized leadership 
of the French government in this technical and organizational development 
without important active interference through participation or ownership. 
The French engineering spirit on the part of government engineers as 
well as on the part of those in private companies has made possible this 
sep by step planned development of the production and distribution 
ystem without too many complications. The state’s direct activities were 
mainly limited to subsidies for the construction of desirable transmission 
lines and for rural electrification. The state, furthermore, has set up unified 
rules of regulation and control, which impose certain obligations on distribu- 
tion undertakings, especially with regard to modern rates and with regard 
to the regularity of service. 

The French government can, in principle, regulate the whole investment 
policy and has the final decision about the further development of the 
interconnection line system. However, in order to achieve perfection in the 
electric system it still remains for the state to promote the integration of 
consumption and distribution centers. The tendency towards stronger state 
interference in the field of integration is growing. In spite of the fact that 
we can find some publicly-owned distribution groups, the French type can 
be designated as a privately-owned utility system within the framework of 
strong centralized regulation and control by bureaucratic measures. 


A third type, which we find in Switzerland, Sweden, and Norway, is 
characterized by the abundance of natural water resources. Up to the 
present time, a systematic location of the power stations was, in principle, 
superfluous. In Switzerland, however, during the depression the problem 
arose whether or not the federal government should extend technical 
supervision to federal economic control in order to hinder the wasting of 
capital in building up overcapacities. Also in Sweden the economic need 
for concessions, especially to hinder futile competition, is examined before 
permitting development. 

In all these countries the high-tension lines were not built up according 
to a central plan but were determined by the growing demand of the 
consumption centers. 

In Switzerland the local-municipal and the group-cantonal publicly- 
owned undertakings characterize the residential consumption system. Private 
activities work more or less in bulk supply for industries and municipalities. 
In Norway and Sweden the state-owned electric supply and distribution 
ystems dominate the whole electric economy. In Sweden the state-owned 
power supply, often aggressive in competition with private production 
companies, determines without any centralized regulation the price level 
ind rate structure. In spite of growing tendencies to build up certain 
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integrated consumption areas, the main interest of the governmental electric 


policy is directed more towards technical perfection in order to Pfovide 4 RECEN? 
secure and cheap supply. 

Eastern European countries form the fourth group of electric systems, 
These countries, with their new political boundaries, strive to meet economic 
competition by developing cheap and plentiful electricity on the basis of aes 
their natural resources. Therefore, on the whole, they have had to build than its | 
up a strict legislative control and regulation of the whole process from po ¢ 
production to rates. discuss Te 

The European super-type of interconnection was already visible in a pore 
report by a private utility representative at the Second World Power leaving | 
Conference in Berlin, who had the foresight to point out the economic and In bec 
technical importance of a more systematic co-operation of nations in build- mites pe 
ing up an inter-European network. But the nationalistic tendencies did general | 
not allow further development of this plan. facilitate 

In conclusion, we find in European countries various types of co-ordination those wi 
of public and private power interests—all the way from regulation up to they mt 
active interference through state ownership and participation in mixed ms 
companies. But in all these various forms there is one common trend; bound é 
namely, ever increasing centralized governmental measures to enforce a shitting 


ideas of 
when ot 
value th 
so long 
to 
somebo: 
hold the 
is incre: 
hand, o 
actions 
in favo 
ideas t 
because 
mean 
activity 

Illeg 
in othe 
the dir 
mate 
he exp 
of che 
tion th 
pressu 


planning policy with the aim of providing the most efficient supply of 
electricity throughout the country. 


RECENT DEVELOPMENTS IN THE THEORY OF SPECULATION 


By CHARLES O. HARDY 
Brookings Institution 


| am taking the liberty to interpret this subject somewhat more narrowly 
than its phraseology justifies. I shall not attempt to give a well-rounded 
picture of the present status of the theory of speculation, but simply to 
discuss recent developments and indicate some implications of public policy. 
Moreover, I shall confine my remarks to public speculation in securities, 
kaving commodity speculation out of the picture. 

In broad outline the standard theory of speculation as developed in the 
litter part of the nineteenth century is simply a special application of the 
general theory of a free market. The main function of a free market is to 
fxcilitate the redistribution of assets so that they may rest in the hands of 
those who value them most highly in comparison with other assets which 
they might hold. 

In a system based on private property and freedom of trade, there are 
bound to be constant changes in people’s ideas of values and a consequent 
shifting of assets. Persons who correctly anticipate changes in other people’s 
ideas of the relative value of assets will profit by acquiring assets at times 
when others value them relatively low and parting with them when others 
value them relatively high. The gains which result from such operations, 
0 long as the speculator merely anticipates the change and does nothing 
to cause it, are an appropriation of gains that in part would accrue to 
somebody anyway; they would accrue at random to people who happened to 
hold the assets that increased in value. The average utility of assets, however, 
is increased by shifting them to those who value them highest. On the other 
hand, of course, the free market system enables an individual to profit by 
actions which tend to cause other people’s valuation of assets to change 
in favor of those which he holds, either because he has caused people's 
ideas to change when there has been no real change in the assets or 
because he has actually improved the assets. The former is what people 
mean by illegitimate speculation, and the latter, of course, is productive 
activity. 

Illegitimate speculation we have defined as profiting by induced changes 
in other people’s ideas of the relative value of assets—changes either in 
the direction of artificially enhancing their desire for the things the illegiti- 
mate speculator has or diminishing their appreciation of the things which 
he expects to acquire in exchange. This is generally recognized as a form 
of cheating; it has no more necessary connection with legitimate specula- 
tion than cheating at cards has with honest poker between friends, or high- 
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pressure salesmanship has in common with the necessary education of the 
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consumer as to the existence and the comparative merits of new commodities 
I think it is safe to say that there are no important new development 


among English-speaking economists in the theory of speculation viewed Of | 
as a specialized case of competitive pricing. There has been a cp. specul 
siderable decline in the confidence of theorists and of the public gener. There 


ally in the efficacy of a free market, and a tendency to favor controls overt 
consumption and over investment of resources, but on the whole the 


English-speaking countries are still convinced of the theoretical advantages JE profit 
of a large degree of liberty of trade, at least within national units, The MMM one C: 
fascist and communist states, of course, have developed economic theories IMM dishor 
which are not grounded in the philosophy of the free market at all, and The 
naturally these throw the speculator out of the window along with the They 
rest of the trading fraternity. econo 


As applied to the case of security speculation, the older theoretical 


literature, so far as it did not consist simply of denials of the mor Th 
palpable popular misconceptions of the nature of a speculative market, phase 
revolved chiefly around the following ideas: first, the service of a specula: usefu 
tive market in giving liquidity to investment in fixed assets; second, the secon 
function of the stock market in advertising the comparative success of ident 
different lines of investment and thereby directing capital into the channels specu 
where it is most needed; third, the perpetual defense of speculation agains influ 
the sweeping condemnations of gambling; and fourth, the discussion of Fi 
admitted abuses such as manipulation, wash sales, trading against customers tion. 
orders, bucketing, and the dissemination of false news. Everyone agrees ity 0 
that these practices are against the social interest, just as every one agrees of ir 
that a good many types of sales effort are against social policy. There is stud 
nothing new here in theory; there has been created, however, in the the 
Security and Exchange Commission a much more powerful instrument the 
for correction of the abuses. peat 

Neither is there anything new in the discussion of speculation 4s ence 
gambling or not gambling. The American attitude toward public gambling pres 
is strongly colored by our inheritance from Puritan New England, and on | 
consequently stock exchanges have always had to contend with a type of inve 
criticism which is almost unknown in Continental Europe and relatively em| 
weak in England. Since the World War there has been some relaxation vid 
of standards in this regard. But I see no evidence that this liberalizing ten- of | 
dency has helped the stock exchange. Its alleged gambling character is stil cal 
brought forward as a blanket indictment against the whole system of stock litt 
speculation in every Congressional hearing, often in the same breath with be 
charges that speculation lowers prices or raises prices to the detriment of cas 
somebody—though of course this is an admission that the transactions do to 
not constitute gambling but are purchase and sale transactions. Prices can be liq 
changed by buying and selling, but not by betting on them. If speculation for 


from 
the se 
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were merely gambling, economists would have little cause to concern them- 
selves with its effects. 

Of course it must be admitted by even the most ardent defender of 
speculation that it does have some of the unfortunate effects of gambling. 
There is in speculation the same unwholesome dissociation of income 
from useful work as in gambling, the same consequent undermining of 
the sense of the values of money and of work, the same eagerness to 
profit by another’s misfortunes, and the same temptation to risk more than 
one can afford to lose and to seek to recoup one’s fallen fortunes by 
dishonest means. But there is really nothing new to be said along this line. 
There are newer developments in the theory of speculation, however. 
They may be discovered to some extent by perusal of the writings of 
economists, but to a larger extent by observing the course of actual and 
proposed legislation and the practice of administrative authorities. 

These newer developments have had to do chiefly with the following 
phases of security speculation: first, the quantitative importance of the 
useful services which do follow from the existence of a speculative market; 
second, the market influence of the small trader who is assumed to be 
identical with the uninformed and unskillful trader; third, the effect of 
speculation on the availability of credit for other purposes; and fourth, the 
inst MM influence of speculation on the course of the business cycle. 

1 of First, as to the quantitative importance of the benefits of specula- 
ers tion. It is generally admitted by serious-minded critics of our secur- 
recs MB ity markets that an organized stock exchange does aid in the financing 
fees of industry (a) because professional traders and investors are constantly 
studying the performance of industry and bidding up the securities of 
the successful industries and firms and bidding down the prices of 
the unsuccessful, and thus advertising the true situation, or what ap- 
pears to be the true situation; and (b) because the fluidity of the market 
encourages investment. Says Danelian, a rather unfriendly critic: “The 
presence of exchanges where securities can readily be sold tends to create 
on the part of the public an interest in securities and a willingness to 
invest in various types of enterprise and to buy new issues.’ Keynes 
emphasizes the same point by saying: ‘So long as it is open to the indi- 
vidual to employ his wealth in hoarding or lending money, the alternative 
of purchasing capital assets cannot be rendered sufficiently attractive (espe- 
dally to the man who does not manage the capital assets and knows 
little about them) except by organizing a market wherein these assets can 
be easily realized for money.” Defenders of speculation have rested their 
case chiefly on these two points. They have left themselves open, however, 
to the charge of exaggeration. It may fairly be questioned whether the 
liquidity of investment necessary to induce savers not to entrust their 
fortunes to corporation managements requires the extreme liquidity that 


266 American Economic Association 


is obtained in a market in which transactions are as numerous and the 


ith mé 
costs of sale are as small as is the case on a modern stock exchange, sate t 
Granting that real estate development might be facilitated by making te) effect 0 
estate securities more liquid, could not investment in oil wells be main MMM shares ¢ 
tained without the services of the ticker and the specialist who maintains ; betweet 
continuous market on a spread of half a point? in expe 
As to the other function of “establishing true values,” two objections and git 
are presented: (a) that there is no assurance that the swings of the purcha: 
market are dominated by the type of trader who pursues the study of lators « 
values as a serious business; and (b) that the actual performance of the X sold 
market with its wide swings and sudden collapses does no credit to the corner’ 
supposedly expert activities of the professional traders. orice. 


Eiteman argues that ignorant speculation increases pfice variations and Wf th 
so impairs the functioning of the market, and that the presence of ignorant specul 
traders encourages manipulation. He suggests the elimination of odd-lot unload 
margin trading and the establishment of a minimum initial deposit, say load o 
$2,500, for all margin traders. the se 

As to this suggestion, two rejoinders are appropriate. First, there is no than 1 
evidence that the small traders are on the whole worse judges of values than accide 
the large operators—I mean, of course, in-and-out speculators and not or a | 
investment trusts and institutional and private investors who are seeking year, 
the most profitable quasi-permanent use of their funds rather than attempt- econo 
ing to outguess their fellows. The size of a large margin account is functi 
occasionally due to the fact that the owner has built it up by. successful anoth 
operations and earned the right to be called an expert, but more often it do no 
is due to the fact that the account is a young account; it will become small specu 
with the passage of time. Secondly and more important, is the fact that advar 
prices are not made by the speculator who follows the market; they are to do 
made by the investors who take stocks out of the market when they think the : 
that they are unduly low and dump them in again when they think prices weall 
are higher than true values. We must remember that the total amount mark 
of stock carried in margin accounts is apparently never more than afound star 
15 per cent of the total value of stocks listed, and have now fallen below in th 
7 per cent. The floating supply of stock that is turned over again and again is stud 
closely related in total value to the financial resources of a rather limited spec 
body of speculators, professional and casual. If the speculators who catty xin 
100,000 shares of stock push up the price say from 85 to 100 the holders of func 
a million other shares that are not in the market know this, most of them, the 
and if the prices are to be maintained they must at least in large part still beli 
hold on to their stock. If they do not, if they begin to dump stock into the mor 
market and draw money out, the speculators will have to let the prices drop tion 
again. The permanent investor is not concerned with the constant flutter of to t 
small fluctuations, i.e., whether a stock is worth 82 or 86, but he is concerned \ 
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with major changes, and his attitude determines them. The difference be- 
~ween the sale of 100 shares of stock by one speculator to another with its 
-fect on the floating supply is vastly less than the effect of the sale of 100 
shares of stock out of the strong box into the street. It is like the difference 
between an export sale and a speculative sale in the wheat market. A rise 
ia export sales changes the whole attitude of the professional speculator 
ind gives him confidence that prices will be maintained or rise; a sale and 
purchase for speculative accounts means nothing more than that two specu- 
tors differ in their opinion as to what is going to happen next. Today 
X sold Y; tomorrow Y will sell to Z and Z will sell back to X. Apart from 
corners and manipulation, it is the mass of the investors that control the 
price. 

If this is true, what we need for better price-making is not better informed 
speculators, so much as better informed semipermanent investors, who will 
unload on the street as soon as prices go above true values and take the 
load off when they go below. Unfortunately, however, the ownership of 
the securities of the country depends upon the ownership of wealth rather 
than upon expertness in forecasting values and analyzing reports. The 
acident of inheritance, or thrift, or skill in some other sort of business, 
or a face that photographs well, or ability to hit fifty home runs in a 
year, or some other quality selects certain individuals as guardians of the 
economic heritage of each generation. It is futile to try to improve the 
functioning of the market where a few specialists are trying to outwit one 
another by passing the shrinking assets on to one another so long as we 
do not also improve the skill of the security holders who are not themselves 
speculators but who do make the life of the speculator miserable by taking 
advantage of the market which he makes for them. If size has anything 
to do with skill, the logic of the situation calls not for the elimination of 
the small margin traders, but the elimination of the small holder of 
wealth (in any form!). Moreover, to limit participation in the stock 
market to those who are truly expert would mean that the experts would 
starve to death. More serious still, if they did not starve, the improvement 
in the quality of speculators would involve great social waste. A careful 
study of any one function in industry or government, whether it be 
speculation or personnel administration or the management of banks or the 
ixing of railroad rates, always leads to the conclusion that that particular 
function ought to be performed by abler and better trained people. But 
the ablest fraction of the community cannot do everything. I cannot 
believe that the economic machine as a whole would function better if 
more brains were drawn out of the other productive activities into specula- 
tion, even though the functions of the stock exchange are rightly accounted 
to be a vital part of the economic process. 

We turn now to the more important parts of our topic which are (a) 
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the stock market and the capital supply and (b) the stock market and case his 
the business cycle. a better 
It has long been a popular axiom in this country that the stock exchange fm 90 FSC 
tends to draw off liquid capital from the rest of the country to New York, The 
A large part of the purpose of the Federal Reserve Act was to stop thisfmm ‘ts 4 
process. the sto 
After the World War there took place among Continental Euro trying | 
economists a very lively discussion of the question whether the market ism 2d th 
a sink or a sieve. Machlup’s writings are probably the most exhaustive and itself u 
Cassel’s the best known. Cassel’s interest in the question arose, apparently, Wh 
from his conviction that commodity prices are the only proper guide to withdr 
central bank policy. is bein 
The common sense and uncritical view is that the volume of loans to the 
extended to stock market speculators is a measure of the volume of credit positic 
withdrawn from other uses. If a bank lends $100,000 to a broker it has The 
that much less to lend to somebody else. It is argued, however, that tend t 
the absorption of credit is not evidenced by the form of the loans, for the fmm © the 
money borrowed to buy securities is promptly released to the seller of have 1 
the securities for some other use. The loans which the bank makes to the vidual 
broker to enable him to make a loan to a client does reduce the lending boom. 
power of that bank, but it increases the lending power of some othet of lis 
bank if the funds are placed on deposit there by the seller. If the seller Caer: 
withdraws the funds to use in business, it reduces the total demand for add 
loans at all the banks. Only if the volume of deposits is so increased in a sae 
the process, can we speak of an absorption of credit, since no reserves of he 
are needed against loans. This theoretical argument, which has nevet 8 CO 
been satisfactorily overthrown, is confirmed in my judgment by statistical null 
studies of Rogers and Eiteman. Rogers reached the conclusion in 1927 the c 
that the deposits tied up in stock exchange brokerage operations in New good 
York had averaged about 20 million dollars for the preceding four yeats. TI 
Eiteman has shown that in September, 1929, the total bank deposits of The 
brokers at the time when they were borrowing 6 or 8 billion dollars were very 
probably less than 100 million dollars. The turnover of brokers’ deposits on 
is enormous, but the direct load imposed on the banking system by the 4.6 
operations of the brokers is so small that it can fluctuate widely without wit 
making any significant difference in the credit position of the banks. the 
But what about the indirect effect? If the brokers do not carry balances, subs 
what about the speculators themselves? We have no data, of course, as to f 
the amount of balances carried by speculators in banks as a reserve for on 
the financing of their operations. But the probabilities are overwhelmingly cha 
against the theory that bank balances held idle in this way were ever of of 
any importance. A speculator does not need to carry bank balances when exp 
he takes the bear side, i.e., by selling out and waiting for a dip. In this ind 
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case his balance on the brokers’ books serves the same purpose and bears 
, better rate of interest than do bank deposits. And against these balances 
no reserves are carried. 

The Federal Reserve Board said in February, 1929, that the high interest 
rates and tight money were an evidence of the absorption of credit by 
the stock exchange. They forgot to mention that they themselves had been 
trying for more than a year by every device in their power to put rates up 
and that the alleged influence of speculation on the market did not show 
itself until after their own operations began. 

What an increase in brokers’ loans signifies is not that money is being 
withdrawn from other uses and put into the market, but rather that money 
is being taken out of the market by outsiders selling new or old securities 
to the speculative community itself. They indicate a weakened speculative 
position; they have no significance for the financing of industry in general. 

There is, however, another way in which a stock market boom might 
tend to reduce the supply of funds available for capital purposes. I refer 
to the stimulation of luxury expenditure on the part of individuals who 
have made stock market profits. Capital gains are regarded by many indi- 
viduals as income, and when they increase, as they do in the course of a 
boom, most of those who receive them do tend to raise their standards 
of living. I shall not stop to explore the intricacies of the controversy 
concerning the nature of capital gains. One thing is clear, that they do not 
add ‘o the produced income of the country. They are paid out of the 
capital of those who sustain capital losses, out of bank expansion, or out 
of hoarded funds, and to the extent that they are treated by the recipients 
as consumable income and actually spent for consumption purposes they 
nullify the effects of other savings and divert the productive resources of 
the country from the production of capital to the production of consumers 
goods, 

There is truth in this, but I do not believe it is quantitatively important. 
The major part of the capital gains accrue to persons who already have 
very large incomes and whose consumption standards are not likely to be 
greatly affected. The total amount of reported capital gains in 1929 was 
4.6 billion dollars, of which practically 3 billions accrued to individuals 
with incomes of $50,000 or more. The major part of the gains, even in 
the low income strata, must have been put back into the market and 
subsequently lost. 

A more difficult question relates to the influence of speculative activity 
on changes in general business activity. It has long been noticed that 
changes in the stock market activity and prices are often the forerunner 
of like changes in business activity and commodity prices. The usual 
explanation is that the market is influenced by the purchases and sales of 
individuals who have inside information as to orders, costs, and profits, 
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and that the operations of these informed investors cause the market 
movement to correspond to the changes in earnings which follow. This 
doctrine has plausibility, and in specific cases is undoubtedly valid; for 
example, there are numerous cases in which it is fairly obvious that inside 
information was responsible for the action of the market in a Particular 
security. But when it comes to the larger swings of the market, those which 
affected nearly all stocks in the same direction and forecast changes in the 
course of the business cycle, the explanation is not so convincing. 

It is quite conceivable that changes in advance orders might be known 
to a sufficient number of insiders so that the unloading or accumulation of 
securities on their account would cause a turn in the course of stock market 
prices. As we have already noted, transactions which result in a net increase 
or decrease of the floating supply of stocks in speculative hands have an 
influence on prices that is disproportionate to that of transactions among 
the speculators themselves. But the time lead is too great. It is not conceiy- 
able that changes in orders or other hidden evidence of a coming change in 
productive activity and corporate profits should run three months to a 
year ahead of the changes which they foreshadow. This consideration of 
the interrelations of stock market activity and business activity was over- 
looked in my own analyses published in 1923 and 1927. 

What now seems a more fruitful line of analysis relates to the direct 
causal relationship of stock prices to productive activity. A stock market 
boom is a fall in the yield of long-term capital, and when it goes to 
extremes as it did in 1929 it enables corporations to obtain capital by 
flotation of new securities, not only at low cost but with the minimum 
of risk from the impairment of their own liquidity. If things go wrong 
all they have to do is to stop dividends; they cannot go bankrupt. Viewed 
from the side of the investor the boom means that the supply of funds 
coming forward for investment in stocks has been increased, either because 
of increased saving, or decreased hoarding, or because of the diversion of 
funds from other sorts of investment. To the extent that the increased 
popularity of equities brings about increased saving, the result is to stimu- 
late the creation of capital instruments with which to make other capital 
instruments at a pace which can only be maintained so long as the investing 
public remains convinced that stock prices are going to continue to fise 
more or less indefinitely. It sets the stage for a reaction of the type discussed 
by Hayek, as soon as the tide of speculative sentiment changes. To the 
extent that the increased supply of funds coming forward for investment 
in stocks is a diversion of funds which would otherwise have been invested 
in bonds, mortgages, or short-term loans, it does not stimulate a net over- 
production of capital goods. It does, however, increase the advantage of 
those corporations and those industries which can finance through stock 
issuance as against industries, like residence construction, agriculture, and 
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petty trade, which cannot take advantage of the stock market boom. The 
latter is undoubtedly the more important of the two effects, if the first 
exists at all. The absorption of credit on account of the stock market boom 
was not a net absorption of the type visualized in popular discussion, but 
an absorption of credit by large, well-known corporations at the expense 
of business organizations of other types, plus an attempt on the part of 
investors to turn cash balances into securities, followed on the downswing 
by the attempt to turn securities into cash. 

This last point brings up an aspect of the problem which has been 
opened up, but not explored, by Keynes; and one which involves important 
relationships between the ebb and flow of speculative sentiment and the 
ebb and flow of business activity. If the only alternative open to the 
holders of accumulated wealth were investment in equities on the one 
hand, and investment in notes and mortgages on the other hand, the dis- 
appearance of the boom spirit in the stock market would mean merely that 
the big corporations which had been able to float securities at nominal 
cost during the boom, would lose this advantage. The funds of investors 
would once more flow into small-scale unincorporated businesses without 
any effect on the total volume of financing or of business activity. But 
unfortunately, as Keynes has emphasized, the choice is not merely between 
investment in equities and investment in debt instruments; it is also between 
investing in either of these ways and not investing at all. The collapse of 
the stock market boom does not merely impair confidence in stocks as a 
medium of investment; it puts a damper on the spirit of enterprise itself, 
and gives a powerful stimulus to the propensity to hoard.’ 

The most important manifestations which the propensity takes are the 
repayment of bank loans and other loans and the accumulation of time de- 
posits or slow-moving demand deposits. An increase in any of these practices 
on the part of the community as a whole means that the funds which have 
been withdrawn from the income stream as savings are not put back into 
the income stream as expenditures, so that the circuit flow of funds 
decreases. With a diminishing stream of payments coming back from 
income recipients to industry, either as spendings or as investment of sav- 
ings, the price and wage levels must fall promptly or there must be a curtail- 
ment of productive activity. In general, as is well known, the adjustment 
tends to take the form of curtailed activity rather than price liquidation in 
industry and of price and wage liquidation without curtailed activity in agri- 
culture. The disastrous repercussions which follow need no description here. 

In the early stage of the liquidation of 1930, the reaction seems to have 
been entirely in the velocity of turnover of the existing volume of funds 

‘I am not using “hoarding” here in Keynes’ sense, nor in the common meaning of a 
Propensity to accumulate hoards of actual cash, but rather as a convenient designation for 


all efforts to save without investing in either new or old securities or equities. It is com- 
monly called lack of confidence. 
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rather than in a contraction of the amount of such funds. This was because 
as fast as bank loans were repaid the banks paid out the funds in the 
purchase of investments. But obviously the sellers of these investments 
on the whole tended to hold the resulting balances idle; so that the effec 
on the flow of money income was practically as great as the effect of the 
actual shrinkage in volume of bank deposits which showed itself after 
the middle of 1930. 

These two points, I believe, constitute the only sound basis for the view 
that the development of a speculative boom is a matter of concern to the 
credit authorities who are responsible for the control of a country’s credit. 
To recapitulate: first, the stock market boom gives a temporary advantage 
to a type of industrial organization which already has gained an advantage 
from the creation of liquidity in long-term investments through the device 
of incorporation with transferable shares, through the development of 
exchanges, and thrcugh the free advertising of the advantages of invest- 
ment in them which come from sheer size and the publicity of their quota- 
tions; and, second, the market in its boom phase feeds industry as a whole 
with a swollen stream of funds resulting from the diminished attractive. 
ness of cash balances and unused credit lines, as the prospects of long-term 
investments grow rosier and rosier, and then it starves industry through 
the stimulation of an exaggerated hoarding propensity which follows from 
the stock market crash 

I conclude that the hostile attitude toward the stock market boom 
which expressed itself first in the Federal Reserve Board’s attack on the 
market in 1928-29 and later in the enactment of the present laws limiting 
collateral loans by banks and controlling margin requirements, was the 
expression of a sound intuitive feeling, rationalized by a bad set of 
arguments. There was in 1928 a “hunch” that a wild stock market boom 
could not help being a bad thing in the long run, and an attempt to justify 
action by assuming facts that did not exist. Later the stock market was 
made the scapegoat; it was assumed without discussion that the stock 
market boom and collapse was the major cause of the depression. What 
I have offered above is another attempt to rationalize this emotional attitude. 

I have said nothing about the new instruments of control. These fall 
into two classes: first, the powers vested in the Securities and Exchange 
Commission to supervise brokers’ operations with a view to preventing 
manipulation and other forms of illegitimate speculation; and, second, the 
powers vested in the Federal Reserve Board to control the amount of 
collateral lending by banks and the margin requirements of brokers. As to 
the first type of control there can be little argument. The prevention of 
dishonest and manipulative speculative tactics is a proper exercise of the 
police power, and not a fruitful subject for discussion in terms of economic 
theory. 
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The second set of controls, vested in the Federal Reserve Board, 
together with the prohibition of loans by non-bankers, is in a different 
ategory. Their purpose is not to protect speculators and investors from 
ach other, but to protect the general public against supposed repercussions 
of stock market movements on the general credit and business situation, 
fects that have not yet been clearly analyzed in any official pronounce- 
ment. We have not been told whether the Federal Reserve Board still 
dings to the doctrine enunciated in 1929 that a wave of stock market 
speculation exerts an adverse influence on the supply of credit available 
for other purposes. The main effect of the new regulations has been to 
at down the amount of stock that is carried in margin accounts. We are 
experiencing a stock market boom on a cash basis. 

Under the new system the market will be narrower and presumably more 
sensitive to the operations of the outsider and less sensitive to street influ- 
ences. It is difficult to say whether this will make the market more or less 
dlicient as a means of adjusting prices to intrinsic values. The margin 
traders are better informed than the outside investor and more attentive, 
but they are more subject to mass hallucination and more sensitive to 
asual influences from the side of the short-term money market. Until 
experience in the use of the new control devices has been accumulated, 
there is little basis for judgment as to whether the new apparatus is cal- 
culated to make the stock market a better or a worse institution. 
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CONTROL OF SPECULATION UNDER THE 
SECURITIES EXCHANGE ACT 


By G. WriGHt HOFFMAN 
University of Pennsylvania 


Ours is a country in which the merchants of speculation find a ready 
market. Throughout t he whole of our national life there have been tec. 
rent outbursts of unbridled speculation in farm land, in real estate, ig 
natural resources, in commodities, in securities, in gold and other types of 
money and credit. These speculative upheavals have been followed by wide. 
spread unrest. They have been accompanied by heated if not enlightened 
debate. 

Control of speculation is, therefore, not a new problem. What gives it 
fresh interest is the recent entrance of the federal government as the 
principal agency of control. In earlier years reliance was placed mainly upon 
the several states and upon private initiative in an effort to restrain over. 
the-counter sales of purely fraudulent issues. In this work the federal Pos 
Office Department took an important hand whenever the use of the mail 
was involved. So-called blue-sky laws were passed by practically every state 
But these laws and efforts were intended to control only the more obvious 
forms of fraud. They did not reach to the exchange as important directing 
centers of speculation nor were they concerned with the recurring problem 
of speculative upheavals 

The federal law to be considered in this paper does reach to the exchanges 
and is concerned with — speculative upheavals. The Securities 
Exchange Act was passed in June, 1934. It has not been in force long 
enough to permit a rate hr estimate of its practical effectiveness. 
As a measure of control it will have to be interpreted with reference to 


(1) its apparent objectives, (2) the background from which it was drawn, 
and (3) its probable effectiveness. 

Control of speculation under this act involves a threefold approach 
control through credit, control through publicity, and control through the 
techniques of trading. Of these three approaches, the first promises the 


best immediate results, the second the best long-run results, and the third 
is the least promising but a necessary supplement. The first approach is 
administered by the Board of Governors of the Federal Reserve system, 
the second and third by the Securities and Exchange Commission. 


The possibility of exercising any control over speculation through the 
medium of credit must be based on the assumptions that the American 
plan of exchange trading in securities requires the use of a substantial 
amount of credit, and that the amount of credit required varies directly 
with the intensity of speculation. These assumptions may not in fact hold 
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ia the future; they were true for the decade preceding the passage of this 
Act: they are essential to this plan of attack. 

Speculation may be defined as the purchase or sale (short) of wealth or 
gaims on wealth for the primary purpose of profiting from uncertain 
orice changes. In the field of securities, speculation may take the form of 
ther outright transactions or transactions on margin. It is the margin- 
‘nding variety, particularly in common stocks, that falls in the field of 
federal control. The Securities Exchange Act authorizes the Board of 
Governors of the Federal Reserve system to determine the maximum pet 
cent of credit which may be extended by brokers to customers on registered 
gcurities. Permitting the Board to prescribe the maximum per cent of 
aedit is the same as saying that they may prescribe the minimum per cent 
of margin required of all customers. 

The Act suggests a standard which the Board may employ in determining 
margins though it is not required that this be used to the exclusion of 
other standards. When the law went into effect in the fall of 1934, the 
Board did use the suggested standard which at that time resulted in an 
werage margin of about 30 per cent but which provided for an automatic 
advance in the average rate up to 45 per cent if the level of stock prices 
should advance sufficiently. During 1935 the market did advance very 
materially to raise the average margin figure above 40 per cent. As of 
February 1, 1936, the automatic upper limit was raised by the Board to 
55 per cent at a time when many market leaders had already reached the 
45 per cent limit. The effect was to give the average margin rate another 
boost to around 50 per cent. As of April 1, 1936, the earlier standard was 
ibandoned and a flat 55 per cent of current market value required. We 
have here, without ado or delay, very definite action on the part of the 
Board under powers granted it in the Act. 

From its actions and published statements what appears to be the policy 
of the Board? To answer this question it is necessary to refer to Board policy 
years before the Securities Exchange Act was passed. In the original Federal 
Reserve Act provision was made for the rediscounting of commercial paper 
hut not of notes collateraled by stocks and bonds. The policy of the Board 
in interpreting this provision has been twofold: (1) that bank credit should 
not be used for speculative purposes because to do so might result in depriv- 
‘ng commerce, industry, and agriculture of an adequate supply of credit, 
ind (2) it should not be so used because the Federal Reserve Act was not 
passed for the pupose of providing credit for speculators. There is in this 
‘cond thought rather more of the ethical than of the economic but it has 


deen a continuing feature of Board policy.. 


‘Thus in the Federal Reserve Bulletis of July, 1919 (pp. 617-8) we read: “It is well 
‘0 reiterate the fact that the funds of the Federal Reserve system are in no sense intended 
‘or the support of speculation and that member banks should bear this in mind when 
“ranging for the extension of accommodations to borrowers.” This policy was repeated 
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This earlier policy was directed toward control of the supply of credit exceec 
With the passage of the Securities Exchange Act the Board was granted mance 
additional power to regulate the demand for credit in order to prevent 
its excessive use for the purpose of purchasing or carrying securities, Ap 
interpretation of this power by the Board was made in the January, 1936 
issue of the Federal Reserve Bulletin (page 74). It reads in part as follows: 

The power of the Board to raise margin requirements provides an instrument fo; 
controlling the demand for credit from speculators in the stock market without restricting 
the supply available for other borrowers. It differs from other means of credit control ip 
that it affects directly the demand for credit rather than the available supply or cos, 
Through the use of this instrument it may be possible for the Board to exert a restraining 
influence on the use of credit for speculation in the stock market before it has reached 
a stage at which the general business and credit situation is unfavorably affected. The us 
of the instrument exercises a restraint on speculation without limiting the supply or raising 
the cost of credit to agriculture, trade, or industry.” 
According to this statement the Board’s policy would appear to be to 
prevent speculators from using an amount of credit sufficient to unfavorably 
affect “the general business and credit situation.” Such a development 
would be an excessive use of credit by speculators. The suggestion is 
advanced that it may be possible to accomplish this purpose by acting 
promptly in the early stages of credit expansion. 

One of the difficulties of the 1925-29 experience was that official action 
was taken only after speculative enthusiasm had reached sizeable propor 
tions. The self-generating action of speculative waves is well known. It 
is apparently planned through this new weapon to block the use of credit 
in any such development in its early stages. Indications of an approaching 
speculative upheaval include: (1) any noticeable increase in the level of 
security prices accompanied by (2) an upward turn in the volume of trading 
and accompanied by (3) a tendency for customers’ and for brokers’ borrow- 
ings to increase. 

For six months following the Board’s initial promulgation of margin 
requirements in October, 1934, these indices showed no noticeable upward 
trend. But beginning in March, 1935, and continuing through January, 
1936, the general level of stock prices advanced rather rapidly, the increase 


at various times after 1919 to reach a state of bitter reproof by February, 1929. The result, 
however, as Hardy observes, was to keep down the direct use of Reserve bank credit in the 
stock market but not to stabilize the stock market itself since funds flowed indirectly to it 
(Cf. Hardy, Credit Policies of the Federal Reserve System, p. 118 ff.) In the Banking Ad 
of 1933 an additional provision requires Reserve banks to keep informed regarding the 
extension of credit by member banks for speculative use and to restrict the operations of 
such member banks whenever the use of such funds threatens the maintenance of sound 
credit conditions. 
* Additional insight into Board policy will be found in the following excerpt from the 
October, 1934, issue of the Federal Reserve Bulletin (p. 631): “The standar of margin 
requirements stated in the law and now prescribed by the Federal Reserve Board is designed 
to exert a restraining influence on speculative trading. By imposing higher margin requitt- 
ments on securities that have had a rapid rise than on more stable securities, the presct! 
requirements make credit less freely available for trading in speculative stocks. It also 
limits the extent to which speculative profits can be used as margins for further speculation, 
a practice that is known as pyramiding.” 
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exceeding 50 per cent. At the same time the volume of trading increased 
materially and in the summer and fall of 1935 customers’ borrowings from 
brokers began to show an upward trend.* In line with the plan just outlined 
customer margin limits were raised as of February 1, 1936. They were 
again raised on April 1, 1936, mainly so that they would conform with 
regulations planned for banks. 

‘In any estimate of the probable future effect upon speculation of this 
method of credit control, several facts and factors should be considered. 
It is possible here to enumerate only the more important and this without 
adequate elaboration. 

Minimum margin requirements have already been advanced from an 
average of 30 per cent to a flat 55 per cent. While this increase was 
occurring stock prices were advancing from an index of 67 to an index 
of 109, a 60 per cent increase. This is a relatively rapid rate of price 
increase. These figures suggest that the control of credit based only on 
security collateral may in fact have little if any effect upon the trend of 
prices. A minimum margin of 55 per cent really means an actual margin 
of 60 to 70 per cent if the trader-customer is to keep his account on an 
unrestricted basis. This is not a long call from a requirement of outright 
purchase. 

Judging from New York Stock Exchange experience, increases in re- 
quired margins appear to have restricted materially the volume of trading in 
recent months. After the announcement of minimum margins in October, 
1934, the volume of trading followed, in general, the trend of security 
prices through 1935, increasing somewhat more rapidly than prices during 
the latter half of 1935. But during 1936, sales have declined to sub- 
stantially lower levels following increases in margins on February 1 and 
April 1. However, in view of the fact that trading activity varies normally 
between rather wide limits this decline may have been due to other and 
temporary forces. 

Brokers’ borrowings, which vary in general with customers’ borrowings, 
show very definitely the effect of margin restrictions. The upward swing 
in stock prices from April to July, 1933, brought brokers’ borrowings up 
at a parallel rate; and as stock prices varied (in general downward) from 
July, 1933, to March, 1935, brokers’ borrowings followed. But in the 
upward sweep of prices from March, 1935, to March, 1936, while brokers’ 
(and customers’) borrowings increased to some extent, the increase was by 
no means commensurate with the rise in stock prices. In fact a conservative 
estimate of the increase in brokers’ borrowings over this period in the 
absence of credit restrictions would be 800 million dollurs instead of the 
200 millions which actually occurred. Brokers’ borrowings in September 
(1936) were less than 1 billion. Assuming a continuance of present 


"Cf. Federal Reserve Bulletin, February, 1936, pp. 72-4. 
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margin requirements there is little reason to believe that they will eve 
exceed 2.5 billion dollars in contrast to the 8.5 billions of 1929, 

While brokers’ borrowings (and customers’ borrowings) based on 
security collateral are likely to play an unimportant rdéle in stock speculation 
in the future, credit from other sources may play a very important rile 
It is, I believe, well established, despite many wishes and hopes to the 
contrary, that bank credit once extended passes out of the control of the 
bank so far as its use is concerned. All member banks of the Federal 
Reserve system, during the three-year period, June 30, 1933, to June 30, 
1936, increased their investments in United States government securities 
from 6.9 billions to 13.7 billions. This increase of 6.8 billion dollars 
created credit which was extended to the federal government which in tum 
passed it on to millions of American depositors of all walks of life. These 
and other credits so generated in recent years have built up bank deposits to 
levels beyond those of 1928-29. These deposits may and doubtless to 
some extent are being used to buy stocks. Thus indirectly bank credit 
can still be used to the tune of billions to buy common stocks outright, 
with the result that they may be forced into new nigh ground. 

United States government obligations are exempted from the application 
of margin requirements under the Securities Exchange Act. Holders of 
these bonds are at liberty to pledge them with brokers or banks up to 
their market value as collateral for the purpose of purchasing and carrying 
stocks. Similarly securities other than equities may be borrowed upon at 
banks up to their market value to purchase and carry stocks. Potentially 
these appear to be important avenues through which speculators can escape 
the rigid effects of margin requirements since government and corporate 
bonds outstanding aggregate many billions in value. Actually this method 
of circumvention may prove of little importance, however, since bond- 
holders are, as a rule, not stock buyers. This is obviously true for institu- 
tional buyers of bonds; it is also true of many individuals.‘ 

Credit control has an important effect upon speculation through lend- 
ers of credit. Loans secured by stocks and bonds are not self-liquidating 
if the proceeds are used to purchase additional shares. Reliance must be 
placed upon the open market which in the event of widespread liquidation 
is certain to cause material recessions in prices. If these loans are not 
permitted in large volume there is removed at least this one element of 
price instability. 

Extensions of credit based on security collateral resulted in the late 
twenties in diverting purchasing power into the hands of individuals and 
corporations who, partly because of the ease with which such purchasing 

*In a survey prepared for the U. S. Senate Subcommittee on Banking and Currency 
(S. Res. 71, Appendix, Part VII, 1931), data for 17 New York City banks and 23 outside 


New York City banks involving 4.7 billion dollars of loans on stocks and bonds show 
approximately 24 per cent of collateral to consist of bonds, the remainder stocks. 
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sower was obtained and partly because of the tendency to regard this new 
ure of Monetary gain as regular income instead of a non-recurring 
apital gain, used these funds in a wide variety of socially harmful 
ways, adding materially to the amplitude of the business cycle. Control 
over security loans should be a material aid in minimizing this aspect of 
curity speculation in the future, provided no new media of credit exten- 
jon replace the earlier one. 

In summarizing these points a word of emphasis should be given to 
the important position of trader initiative, and especially by market leaders, 
in its influence upon stock prices. Viewed as a demand problem the 
immediate factors causing major movements in stock prices are the opinions 
ind the purchasing power of interested persons. Because of widespread and 
ubstantial savings in this country the opinions of traders and investors 
an easily be, over long periods of time, the more important of these two 
factors in determining important cyclical price movements. In any sustained 
price advance, trader opinion, and in particular the opinion of market 

eaders, gradually forsakes conservative standards in capitalizing prospective 
earnings; what appears today as a high price seems to be a low one 
tomorrow; new demand schedules are set up with increasing emphasis 
upon temporarily outguessing the market. At such times credit becomes a 
contributing fuel but not the motivating force behind each fresh advance. 
Similarly in downward swings, long interests anxious to conserve rapidly 
shrinking assets take the initiative to force the market lower. It is true 
that in the fall of 1929 lender liquidation was also of some importance. 
But I am inclined to think that in the absence of sales by creditors the 
force of customers’ selling, particularly by market leaders, would have 
resulted in a break just as drastic. Price action upon commodity markets 
where credit plays a much less important réle bears out this belief. 

The items which have just been mentioned suggest that credit control 
of stock speculation will be beneficial to lenders (banks) in limiting broker 
and customer borrowings, thus forcing banks to avoid a credit structure 
based too largely on security collateral; a somewhat smaller volume of 
speculation may result if this is to be regarded as a benefit; a smaller 
‘ecurity credit structure should also avoid much of the uncertain shifting 
f funds which occurred in the last bull market. This appears desirable 
though quantitative studies of the social effects of such shifting are lacking. 
It does not now appear that credit control limited only to security collateral 


s any assurance that stock prices will not move over as wide a range as 
formerly. 


The other two avenues of approach to the control of security speculation 
are administered by the Securities and Exchange Commission. One is 
control through publicity; the other, control through the techniques of 
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trading. While in practical application these two methods involve a yey, 


table labyrinth of intricate detail, they are in their broad objectives dey “8 
enough and fairly free from conflicting effects. ve 

In the matter of control through publicity it is the immediate intent of we 
the law to assure to those who trade a fairly accurate and fairly complete =, 
body of fact not only with respect to the companies whose shares are liste ready 


but also in regard to the important operations and effects of actual trading 
The theory underlying this requirement is twofold; namely, that mor 
accurate and complete knowledge by “the other 99 per cent’’ who are now 
uninformed will in time improve the quality of the market and that, in 
any event, turning on the flood light of publicity will certainly minimize 
the importance of manipulation, fraud, and deceptive methods of all kinds, 

These are laudable objectives to which no fair-minded person can take 
exception. The Act is very broad in the powers conferred upon the Com- 
mission to attain these ends. Aside from matters of trade processes and 
similar items which might be of value to competitors and with respect to 
which disclosure is clearly not in the public interest, corporations are 
required as a condition to registration upon national exchanges to file a 
carefully prescribed body of information for public use. At least annually 
thereafter similar information must be supplied. These items of fact, pre: 


scribed in instructions and forms prepared by the Commission, are required | 
of a wide variety of security issues and issuers. to it: 
It is not in place here to review the detailed facts required in these reports. tive 
For the most part they pertain to items which any informed stockholder mem 
would expect to find in properly drawn financial and income statements. hecai 
Furthermore they include only items about which every stockholder has 1 is ge 
right to be informed. ing. 
In the matter of trading information, the Commission has thus far moved iv 
rather slowly. Transactions and holdings by officers, directors, and beneficial oral 
owners (more than 10 per cent interest) in their own company’s stock are trad 
reported monthly and regularly released. More recently weekly releases of othe 
daily purchases and sales by exchange members for their own account have ope 
been undertaken in which are shown transactions of odd-lot dealers, special: tae 
ists, and other groups. The volume and value of sales of stocks and bonds the 
on each registered exchange are also released each month. mo 
Whether these improvements in the quality and quantity of corporate to 1 
and trading information will, in fact, raise the general level of speculative - 
intelligence remains to be seen. It is obviously an approach which requites of 
years for adequate testing. Some 6,000 issues are now registered with the ie 
Commission. The information regarding these issues is available to anyone ai 
who cares to examine it. A public reference room is maintained at the Con: chs 
mission’s office in Washington regarding which an official reports that “the foe 
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aumber of visitors . . . has increased from a mere handful in January, 
1935, to thousands each month”’ at the present time. Of much greater im- 

rtance is the use of this information by financial services and banks 
through which it is capable of reaching every interested buyer or seller. 

The primary functions of exchanges are these: to provide a means of 
ready transfer of securities from those who desire to sell to those who desire 
to buy; to provide as liquid | a market as possible for the sale of securities 
to redeem loans or acquire cash quickly; to evaluate securities in the light 
of past, present, and prospective earnings and underlying assets, of value 
not only to all owners of securities but also to practically all lines of business 
endeavor. Exchanges in the past have operated very well with respect to the 
frst of these functions, only moderately well with respect to the second, 
and rather poorly with respect: to the third. To the extent that speculators 
and investors do absorb an improved quality of information it is reasonable 
to believe that the evaluation function will likewise improve and that traders 
will view with a healthy skepticism promotional advice enthusiastically 
offered. Such a development is likely to be a very slow process in this country 
but it does offer the best permanent means of speculative control. 


As a supplement and encouragement to this educational approach, the 
law attempts to rule out certain prevailing practices which are a hindrance 
to it. These turn, for the most part, around the matter of fraud and decep- 
tive methods originating mainly from three areas: corporation interests, 
member exchange trading, and non-member over-the-counter sales. Mainly 
because security trading assumes in practice a wide variety of forms the law 
is general in its provisions, giving to the Commission wide latitude in fram- 
ing rules and regulations to meet specific situations. 

With reference to corporations, reliance is placed mainly upon the re- 
straining influence of full publicity. An official may be perfectly willing to 
trade privately in the shares of his own corporation or to grant options to 
others to conduct such trading, but it is quite another matter when these 
operations must be disclosed for public scrutiny. However, when corporate 
interests employ trading methods which are excessive, or which, through 
the medium of pools or otherwise, result in temporary and erratic price 
movements or promote or encourage others to so trade, they become subject 
to the same penalties as others. One cannot review the testimony of the 
recent Senate inquiry into stock exchange practices without feeling that most 
of the malpractices there disclosed originated with corporation officials, 
directors, and other closely associated interests. As a means of speculative 
control I am inclined to believe that the provisions of the Securities Ex- 
change Act bearing on corporate activities constitute a very definite step 
forward. 
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Control of member trading and the methods employed by members oy 
exchanges is a move which appeals to the public imagination but not ong 
of far-reaching importance. Members are not, of course, beyond reproach 
in their methods of trade and a number of regulations proposed by the Com. 
mission have already been adopted by exchanges with others to follow. 
But these regulations are for the most part technical supplements to tulg 
which exchanges have had for many years. As business organizations, ex. 
changes have long been models of technical efficiency. Members have often 
been guilty of unduly promoting trade to increase commissions but this is; 
rather common fault in all lines of economic endeavor. As a technical device 
to control speculative activity, a limitation of the hours of trading to, say, 
two each day instead of five would probably accomplish more than a wealth 
of minor regulations. Some improvement may, of course, be expected to 
flow from a closer and more drastic enforcement of existing rules. To date 
five or six formal citations have been made of members or member firms 
manipulating the market and a larger number of minor disciplinary actions 
have resulted through co-operative effort with exchange officials. 

Control of over-the-counter dealings has occupied an important place in 
the Commission’s work and if appropriations are not unduly restricted will 
increase in importance. Over-the-counter dealers who make use of the mails 
or whose business is interstate are required to register with the Commission. 
Over 6,000 are now so registered and subject to federal supervision. The 
work in this field is confined largely to apprehending and prosecuting in- 
dividuals promoting fraudulent security schemes. The problem is that of 
the several state securities commissions raised to a national plane. A 
“securities violations file’’ is being built up from the combined experience 
of state offices, better business bureaus, and the federal government to 
systematically apprehend these black sheep wherever they may appear. 


It is in place to make one or two summary observations regarding the 
control of speculation by the Commission. The first is that the law is directed 
mainly to those having a professional interest in security dealings and not to 
the trading public. The law affects the great mass of traders only indirectly 
in minimizing malpractice and in providing an improved body of corporate 
and trading information. If they do not choose to use this opportunity to 
trade more intelligently and dispassionately, speculation can again be built 
up to abnormal proportions. 

It should be further observed that the Commission’s powers do not ex- 
tend over the entire feeding ground of speculators. They can provide that 
the rules of the game be known to all and reasonably free from fraud. Be 
yond this sellers may offer securities in a myriad of enterprises from the few 
which will turn out highly successful to the many certain to fail. The secut- 
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ities offered may and do assume an endless variety of forms, ranging from 
equities in superwebs such as the Midamerica Corporation down to a simple 
participation in a local concern. They may represent credit claims or equity 
aims and in fact be so conditioned by counter security positions as to be 
impossible of accurate identification. In this garden of offerings speculators 


ales may individually examine each flower and critically choose; or they may 
ex swarm first in one area and then in another. If the former course is followed, 
ten savings will flow to those lines of industry meriting additional funds; if the 
isa latter is followed, periodic readjustments are certain to occur. 
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UNORGANIZED SPECULATION: THE POSSIBILITY 
OF CONTROL 


By FLoyp F. BURTCHETT 
University of California at Los Angeles 


By etymological heritage the word “speculation” seems to have been 
invented by those good Roman gentlemen who twenty centuries ago began 
laying the foundations of much of our modern social debate. To the good 
Latin scholar specula and speculor are relatively simple words, with mean- 
ings sufficiently clear and precise to describe definitively in a few lines. To 
the modern socio-economic analyst, speculation becomes a process of eo- 
nomic rivalry, audacious and circumspect, a conflict conducted in quest of 
material gain and often by diabolical methods. To the speculative practi 
tioner, it is an elixir of economic adjustment, maintaining or bringing about 
equilibria in the price structure. To those who strive for ordered socal 
it isa Jekyll and Hyde life of put and take between this and that with every. 
body losing in the end.’ 

Unto the social and economic pragmatist falls the greatest task of all. 
He must deal with the heritage of a motive, the acts devolving therefrom, 
an institutional mechanism which is incomplete, and the effects upon both 
the participant and the innocent bystander. If his be a politically organized 
economy, the statutes, rules of evidence, rules of procedure, juristic analo- 
gies, and splendors of precedent, stand ever in what he believes to be his 
path of progress. No guid pro quo can be erected by the economic philos- 
opher under which the principles of ordered social good and speculative 
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fact are reconciled. Un 
it 1S 
* The argument is sometimes made that increasing numbers of stockholders during depres and i 
sions is an indication that everybody does not lose in the end, and that the general public 
buys securities when prices are low and sells them when prices are higher. If this were Stand 
true, there should be a concentration of ownership among a diminishing number of people by be 
in periods of prosperity, a statement not supported by facts. Therefore, it seems more rea- ae 
sonable to conclude that the increasing number of security holders during depressions is cignt 
to be found, perhaps, in some of the following explanations: (1) lower prices of securities neces 
mean that more people can buy; (2) if the individual failed to make a speculative profit 
in the last boom, he reasons that another boom is inevitable, hence buys when it appears and | 
that the depression is at its bottom.or past the nadir; (3) fear of inflation from rising - 
prices in the next cycle stimulates many to buy stocks to conserve the purchasing power ot *M 
their capital, especially when inflation is given wide publicity; (4) inability to find an mortg 
outlet in private business has been a growing cause for a half century. The situation seems devel 
to be a stepping up process by which share ownership is extended in depression but not of ex 
necessarily contracted in prosperity ‘e 
Another disputed phase of the problem of increasingly wider stock ownership in depres- T 
sions is in the method of measuring the spread of share ownership. To take the number of quest 
shareholders of a group of corporations which survive the business cycle as a basis for acili 
computing a stock ownership index does not necessarily give a measure of the number of gence 
shareholders in all corporations. Many companies go bankrupt and are dissolved for one seem 
reason or another in a period of depression. Unless some method of adjusting an index va 
based upon a small group can be made, the index can scarcely be accepted as a measure of ord 


the dispersion of share ownership 
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For immediate purposes, it is convenient to distinguish between organized 
ad unorganized speculation. The possibility of organized speculation 
ms to rest essentially upon the existence of these facts: (1) a unit of 
peration which is sufficiently standardized to admit dealing on the part 
of largely divergent economic groups; (2) homogeneity of each unit of 
purchase or sale that each shall be interchangeable with the other within 


‘ is class; (3) a sufficiently large number of persons engaging in speculation 
00d with such frequency as to create a more or less continuous stream of specula- 
can. give transactions; (4) a reasonable uncertainty of future prices so that there 
TN will exist at all times a substantial diversity of judgment regarding them. 


In a few fields, i.e., stocks, bonds, and about thirty commodities, these 
requisites have been sufficiently realized so that specialized institutions exist 
for the furtherance of speculation. These institutions represent focal points 
within our economic structure at which speculation is generated or toward 


ood which it gravitates. They have been called security and commodity ex- 
ery Bm changes.” They are continuing mechanisms, resting upon the assumption 

of social purposefulness and utility.* While they have been intermittently 
all Mme subjected to serious questions as to their social usefulness, that usefulness 
xm, fg scems now to be conceded in a competitive, semi-individualistic, and capi- 
oth fEEE tlistic economic structure, in which social justice is meted out by averages. 
red The practical question may be raised, however, as to whether organized 


speculation will be narrowed or extended under the planned and controlled 
economies which have been widely discussed in recent years. Reiteration 
of the varied success in controlling organized exchanges would serve no 
useful purpose here. 

Unorganized speculation is carried on without facilitating mechanisms; 
it is concerned with non-interchangeable goods and variant units thereof; 
and it is applicable to any property item and even some personal services. 
Standing midway between two poorly defined extremes, it is recognized 
by both academician and philosopher as a gargantuan force. Give it the 
dignity of a risk carried and you clothe it both with a respectability and a 
necessity that is denied on every side. Relegate it to a status of non-business 
and uneconomic activity and you do not conform to established fact. Elevate 


*Many suggestions have been made for other exchanges, e.g., real estate and real estate 
mortgages. The heterogeneity of the thing traded in appears to be the chief obstacle to the 
cevelopment of such exchanges. There seems little hope of greatly extending organizations 
' exchange in our present economy. If organized exchanges should be extended, the fields 
of foreign exchange and short-term credits (call-money, etc.) seem to be most promising. 

‘The argument for social purposefulness need not be reviewed in detail. It involves 
questions of asset liquidity, continuity of price and valuation, stabilization of price, technical 
‘acilities for completion of transactions, dissemination of investment and speculatve intelli- 
sence, raising capital for industry, and many other factors. Moreover, some exchanges 
seem to be primarily investment markets where transactions are reflective of income, while 
thers are dominantly speculative in which change in price is most significant. Cf. D. F. 
lordan, Managing Personal Finances, Ch. 1X; J. Edward Meeker, The Work of the Stock 


Exchange, Rev. Ed., Ch. II. 
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it by assigning definite functions of stabilization and you have a nuance of Econo 
imaginative responsibility. stabilize 
Furthermore, although it is difficult to differentiate with precision be. fmm speculate 
tween legitimate business enterprise and speculation an attempt must be opinion 
made. All roundabout production by private enterprise undef a capitalistic Mim pric 
system involves risks of future price changes and must, in a sense, be Imm 20d rest: 
speculative.* Possibly no distinction is needed in the isolated case, nor planned 
where the activity simultaneously occurs to a limited extent in a large The 2 
number of forms. Only when a large volume of speculation occurs in 4 Mam {tute ¢ 
single commodity or when concerted action occurs in a large number of Mm t 4¢8! 
goods or properties does it appear that control is necessary. Forcing or- time wl 
ganization of all speculation appears not to be an unmixed blessing, legally, forces. ” 
psychologically, culturally, or economically. of the 1 
The stimuli to speculative activity are many and varied. They often Imm ‘ dist 
reflect the spirit of adventure in a social structure which limits physical the eco! 
adventure. Again, speculative transactions often thinly disguise the hope the low 
for speedy acquisition of wealth without too much effort. The tendency mate tl 
to decry, even to stigmatize, manual and physically creative activity, is not tothe s 
without significance in encouraging speculation. Superficial analyses of the Mm ° ©"! 
price system by pseudo-economists and weakly enforced, badly interpreted, specula 
and obsolete state corporation and security laws contribute to the same end.’ The 
Lack of a clear differentiation between reasonable and unreasonable business largely 
risk is especially conducive to unorganized speculation; yet no clear dis- Mm {ture 
tinction can be made between them. value 1 
Critical examination of these stimuli is involved in the control of any iy Ptiod 
speculation, for, unless and until there can be developed a mechanism to term ¢ 
cope with these individual drives to speculative action, their non-satisfaction Specul 
must result in psychological pressure, gradually to be cumulated until goods 
released in some other manner, possibly more troublesome than that which the fu 
created it. It is incumbent, therefore, upon those who curb all speculation mn 
to create some other outlet for these stimuli. The whole psychological aspect on @ 
of speculation is in need of reanalysis in the light of recent shifts in social physic 
philosophy. other 
fined 
*Hawtrey, in his Currency and Credit (pp. 152-5), discusses in admirable language some relate 
phases of this problem. His distinction between “overspeculation” and just “speculation 
has many interesting ramifications. Keynes presents much the same argument in his Treatise over t 
on Money, Vol. II, p. 348 ff. He insists, however, that from a financial point of view, the 
emphasis upon a real difference between speculative and commercial loans is overdone, and *By 
that each depends upon the other. He further argues that there is a close interdependence tion oj 
of investment (long-term) credit and speculative (short-term) credit operations. It seems ture ch 


increasingly doubtful whether any radical change in the soundness of one can be expected 
without a corresponding change in the other. Certainly a decline in speculation is always 
accompanied by a decline in prices and a decrease in earning power. Both the converse 
and the obverse of this statement appear to be true. 

*Cf. F. F. Burtchett, Corporation Finance, Part VIII, for some comment upon this prob- 
lem. Also, Henry Rogers Seager in Proceedings, Academy of Political and Social Science, 
January, 1930, pp. 53-5. 
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Economic writings are replete with argument that speculation tends to 

gubilize prices in a competitive economy; that is, the willingness of the 
seculator to purchase or to sell at any time in the light of what is his 
opinion of the future of prices, theoretically operates at all times to main- 
tuin prices at their discounted values. This doctrine needs both limitation 
ind restatement, especially in application to unorganized speculation and in 
slanned and controlled economies. 
' The absolute differential between the present speculative price and the 
future estimated value is a multiple function; the rate of discount employed, 
the degree of price stability in the object of speculation, and the length of 
ime which the prospective values are discounted are mutually interactive 
forces. The minimum speculator price thus becomes the lowest present value 
of the respective probable future prices, due consideration being given to 
the distance into the future for which discounts are made. The more stable 
the economy, the greater number of future prices that will be discounted; 
the lower the interest rate, the more closely the present values will approxi- 
mate the future prices, and, therefore, the smaller the profit margin left 
tothe speculator. Moreover, the more stable the economy, the less risk will 
be contained in speculative activity, and, therefore, the more closely the 
speculative price will approach the normal equilibrium price.® 

The adequacy of the argument for speculatively induced price stability 
largely depends upon the precision with which the speculators estimate 
future prices and the ratio of the volume of speculative funds to the total 
value involved in the disequilibria of physical demand and supply over a 
period of time. Under the assumptions involved, speculation prevents short- 
term excess of supply and, conversely, short-term deficiency of demand. 
Speculation cannot, per se, increase nor decrease the physical supply of 
goods or services; its existence may, however, affect the physical supply in 
the future. Since consumption is not coetaneous with production, specula- 
tion can increase or decrease the effective market supply in the determina- 
tion of market prices; that is, the whole stabilization argument is based upon 
physical conceptions of supply but economic conceptions of demand. In 
other words, the stabilization effect of speculation is logically to be con- 
ined to conditions in which the volume of speculative activity is definitely 
related to the discrepancies in physical conditions of demand and supply 
over the period for which the discounting of future price conditions occurs.’ 

*By “normal equilibrium price” is meant a price which will not disturb present produc- 
tion Operations, demand remaining the same. Of course, demand will change; in fact, fu- 
ture changes in demand probably are the foundation of more speculative activity than any 
ther single thing. It would be illogical to maintain that future variations in either physical 
demand or supply of a given good is solely the cause of the price uncertainty that results 
‘0 speculation. In terms of pure economic considerations, some speculation seems to arise 
‘om price uncertainty generated by changing technology; some is also induced by cost 
‘hanges arising from the variations in the rate of production. 


If P be the value of the physical supply at present prices and B be the amount of con- 
‘umer demand at some price i, an equilibria cannot exist in terms of normal price unless P 
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If the integration of the disequilibrium is extended to cover the pro. 


nditior 
duction period (which measures the minimum limits within which physical shenom 
supply may be ad justed to physical demand) and is found to have a value amount 
less than the quantity of speculative funds, the effect of such speculation may that extt 
be (1) to generate disequilibria rather than to limit or to prevent price tion suc 
fluctuations, or (2) to shift the chronological incidence of the economic of the if 
disequilibria from periods of small difference, or (3) to cumulate the dif. It ma 
ferences at a single point in time-creating periodic crises and wide Price HM quently 
movements. In either event, the speculative activity may be misleading to ing the 
actual consumers and to actual producers. The critics of speculation, organ- 4M but mo 
ized and unorganized, plead their case on the two points: induced insta- decline: 
bility and the receipt of an increment of value with contribution to produc- before 
tive output.® tion of 
When general speculation develops within a closed social order to such value 0 
an extent that the volume of speculative demand or supply greatly exceeds specula 
the contemporary discrepancies between the physical demand and supply, Thu: 
increased eccentricity of prices is inevitable. The existence of a generally of the 
accepted theory of speculation and a consequent periodic shift from one getting 
speculative sentiment to another, still further disturbs prices. Such con- marvel 
certed action is probably more dangerous in unorganized than in organized terial ¢ 
speculation, due to the impossibility of quantitatively determining the Wh 
amount and to the absence of an institution to publicize the facts if not to sabiliz 
limit the activity. a scale 
From a broad standpoint, one of the major disputes over speculation Insteac 
concerns its relation to those undulatory changes in economic conditions asa fe 
known as business cycles. Some writers maintain that both organized and humar 
unorganized speculation are causes;° according to others, these premises and a 
conclusion are reversed, speculation being made the effect of economic put spe 

and B are equal. If P is less than B, the difference, A, will become the amount of speculative pw 
buying necessary to cause all of P to be absorbed without a change in i. If the amount of 2 Tit 
speculative funds, S, exceeds A, ignoring future prices, i will be pushed upward, P in- ‘eal 
creased (note physical supply is not altered, but the value thereof) and B will be reduced Ashley 
until S= P. Then S is equal to A. an Cita. PP 
If a large number of commodities be simultaneously considered, B ++ ZS = EP, in which aD 

P for any individual commodity may be raised or lowered, dependent upon the relation of of the 
ge ee P’s and B’s for particular assets change. In the anticipation of these that u 


stabilit 


changes A’s may be expanded through credit. Expansion of =S or ZA must operate to raise ape 


=P unless the discount rate be such as to destroy the difference, due consideration being 
given to the production period. If the production period be long or uncontrollable, as in 


agriculture, more instability appears to be induced than where the period of production 1s omg 
shorter. 

*Some have attempted a general attack upon the employment of credit in speculation wT 
upon the argument that granting credit to absorb a momentary excess supply only encour- aie 
ages production to be continued apace, to create another excess which can only be abs¢ . faith 
by granting additional credit and so on. The spiral of maladjustment continues until it ” ‘set 
become so large that any check to further credit advances would cause economic catastrophe anita 

* Typical statements of speculation will be found in H. Parker Willis and J. 1. Bogen, satily 
Investment Banking, Rev. Ed., p. 216 ff.; Keynes, op. cit., Vol. II, pp. 345-6, 360-2. pee. 
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conditions;*® a few simply regard speculation and the business cycle as twin 
phenomena, each an inevitable counterpart of the other."' All regard a small 
amount of speculation as desirable;’* but agreement is quite unanimous 
that extreme speculative activity in commodities or “instruments of produc- 
ion such as cotton-mills . . . serves no useful end, and is a chief begetter 
of the industrial depression which inevitably follows.’’** 

It may be observed that popularly proposed panaceas for depressions fre- 
quently depend upon speculation, both organized and unorganized. Increas- 
ing the quantity of money and credit is always to increase purchasing power; 
but more purchasing power means higher prices, or at least no further 
declines. Schemes of “spend ‘til it hurts,” “buy American,” “buy now 
before the price rise,” etc., all are tainted with the inference of anticipa- 
tion of future demand. Buying share equities as protection against declining 
value of money, employing more and more labor, and similar devices make 
speculation upon higher prices a way of getting out of the depression. 

Thus it may be truly said of economic writing that speculation is a cause 
of the cycle, a result of the cycle, a characteristic of the cycle, a process of 
getting into a depression, as well as a way of getting out. Control of so 
marvelous a thing ought to be an invaluable economic potion for the ma- 
terial debilities of a complex social organism. 

While the economist may accept speculation in such volume as will 
stabilize prices as a defensive function, he must insist that speculation upon 
a scale sufficient to increase instability is a misuse of capital or credit.™* 
Instead of the investure of capital for the creation of additional goods and, 
as a result, raising the standard of well-being, or for lessening the toil of 
human race to secure the same standard of living, the employment of any 

Practically all commodity theorists in treating the value of money must, by hypothesis, 
put speculation as the effect of price changes. 

“W. T. Foster and W. Catchings, Money, p. 242 ff., make speculation in effect of 
prosperity but a cause of depression. One would be, therefore, justified in classifying their 
discussion of speculation as an accompaniment only. 

" Literally hundreds of citations may be found in the literature upon speculation which 
present this thesis. Typical cases are: John Stuart Mill, Principles of Political Economy, 
Ashley Ed., p. 561; C. O. Hardy, Risk and Risk-Bearing, Ch. V; Willis and Bogen, op. 
ci., pp. 365, 372-3; Alfred Marshall, Money, Credit and Commerce, p. 18 ff. 

*D. H. Robertson, Money, p. 183; also, Irving Fisher, Stable Money, p. 193. Opposition 
of the Federal Reserve authorities to the Goldsborough bill in 1932 was essentially a fear 
that unorganized speculation would prevent control of the value of money, create in- 
stability of production, and generate cycles of optimism and pessimism which could only 
be nominated an economic cycle. The argument seemed to find its strength in the fact that 
the law would become effective at a time of great financial strain. It may be observed that 
those responsible for the argument against the Goldsborough bill were negligent in that 
they did not clearly distinguish between individual price changes generated by speculation 
and general price changes similarly induced. . 

“The whole question of speculation by capital and speculation by credit needs a critical 
and thoroughgoing examination. While on the surface there might not appear to be signif- 
icant questions involved, in fact, some of the fundamental theories of the science are to 
be encountered. Since capital represents past surplus arising from the social income, if 
capital alone were employed in speculation the volume devoted to speculation would neces- 


sarily depend upon a satisfactory return and it could not expand without limit as credit 
seems to do. Moreover, capital would not disappear when psychology was pessimistic. 
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substantial proportion of the capital fund of the nation in this disturbatiye If uno 
activity makes unstable the economy and develops widespread malcontent merit atte 
with the creative processes of that economy.® alties €V 
There is considerable evidence that unorganized speculation may be more am than one 
widespread in the future.’® Possibility of the repetition of the outright attack. 
gambling and speculation in agricultural lands two decades ago, the real The p 
estate booms of Florida and California, and the speculation in whole busi- asential 
nesses by investment bankers within the past two decades is no idle inven- machinet 
tion of unoccupied minds. The growing incorporation of all economic Mm may have 
activity under which indirect ownership is substituted for direct ownership control, | 
merely increases the field for security speculation, and improves the oppor- mg nent. W 
tunity for speculation in producers goods.’’ At the same time, substitution Hj enployit 
of indirect for direct ownership of all producers goods decreases the pos- operation 
sibility of direct speculation in properties. While recent legislation has Him c., it 1s 
brought the organized exchanges of the nation under somewhat reasonable so that | 
control, there has been no complete elimination of speculation. If the ad- its contr 
venturous individual today cannot do on the organized exchanges what he ploy the 
could in the roaring twenties, he turns his footsteps toward a more promis- solely fc 
ing land—unorganized speculation, where perhaps his methods need be less Hy The tot: 
subtle. Finally, something may be made of the argument that the achieve- ptobabl 
ment of more nearly uniform distribution of wealth and income will add it could 


could b 
high as 


fuel to the fires of mass speculation. An absolutely uniform distribution 
of wealth and income would greatly widen the base of the speculative pyra- 


mid. There would no longer be the deterrent, “I can’t afford it.” If one Whi 
could afford, all could and would. the con 
The successful control of unorganized speculation, if such a problem will of spec 
be properly recognized, will be conditioned by the propriety of the point econom 
of attack and the existence of a mechanism effective toward the cnntrol. _ 
It is possible that the incidence of attack may be the motivation factors, central 
the point of impact with the economic structure (the purchase or sale a 

proper), the mechanism (structural or institutional) through which the volume 
offerings are effectively transmitted to the market and price structure, and a 
the medium which makes the transaction possible; namely, capital and in chars 
credit regardec 
system 

* Cf. Knut Wicksell, Lectures on Political Economy, Vol. Il, p. 184 ff., for some eed 
phases of this problem. Professor Wicksell argues much about “speculation which neces- an 
sarily enters into all capitalistic production.” It would seem to the present writer that his or 
discussion fails to distinguish speculation from business. Mere assumption of risk for ain 
resale at a price increased by utility added should be distinct from deliberate assumption “®Gr 
of risk to gain from a utility not added. On the basis of oy: theory, a higher price must mantle 
mean utility added; the utility involved must, however, time utility and most critics vill us 
of speculation give slight cognizance to time utility. It would seem that changes in interest ar hee 
rates, in the volume of trade output, and in the ratio of speculative to “legitimate” buying of thes 
are not reducible to any permanent cause and effect relationship. he If u 
Another discussion of merit is that of Publio Mengarini in Riv. di Pol. Economie, No- gages 
vember, 1931. careful 
* Cf. Footnotes 29 and 31, infra. Seah 

* As used here, producers goods means entire businesses, as in the speculation engendered will 


by holding company operations, and some investment bank operations. Cf. Footnote 31, infra. 
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If unorganized speculation were to assume proportions large enough to 
netit attempts of organized control, the consequences might involve diff- 
ulties even though the control be successful. The attack may be at more 
than one point; the mechanisms may vary between the various points of 
attack. 

The problems of control over unorganized speculation differ in no 
asential from those of controlling any other economic activity. Existing 
machinery may and is to be employed when possible, but new machinery 
nay have to be created on occasion. Of the existing machinery for economic 
ontrol, the Federal Reserve system is most logical to receive the assign- 
nent. With its formidable array of credit controlling devices successively 
employing publication and dissemination of data, warnings, open-market 
operations, changing rediscount rates, alteration of reserve requirements, 
¢c., it is supposed to be in a position to control the total volume of credit 
that there will be none available for speculation.’* But, two defects to 
ts control exist. Individuals may borrow credit for legitimate use and em- 
ploy their owned capital to speculate, or individuals may employ capital 
wlely for speculation without using credit for legitimate economic activity.’® 
The total capital which could be made available under the latter does not 
probably exceed 10 or 12 per cent of the capital funds of the country, but 
it could be substantially increased over a period of years. How much credit 
wuld be indirectly employed is an open question. There are guesses as 
high as fifty billions and others as low as ten billions.”° 

While the Federal Reserve system should undoubtedly be charged with 
the control of any untoward employment of general credit for purposes 
of speculation, there is no legal responsibility upon this institution for the 
economic policing of the private lives of individuals. Moreover, the Federal 


commerce and trade, there is much !ess risk to short-term credit operations. 

"Great difficulty is always encountered when a a serious attempt is made to estimate the 
quantity of funds devoted to speculation, organized or unorganized. Three or four items 
will usually provide a fairly accurate indication of the situation for organized speculation: 
orokers’ loans, collateral loans by banks, and loans for the account of others. The second 
t these items seems to be least satisfactory. 

If unorganized speculation is the goal, there is no measure which is agreed upon. Mort- 
gages are the devices employed in the case of land, but the estimator must be extremely 
careful to give consideration to what may be called the “normal flux” of land ownership. 
“oreover, refunding operations caused either by maturities or by changed interest rates 
will necessarily be omitted. It is doubtful that mere marginal ownership upon small 
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it 
t 
| 
5 
“Some writers take the position that stabilization of prices is to be maintained by the 
central banking mechanism irrespective of speculation control. Cf. Gustav Cassel, in 
Standinaviska Kreditakiebolaget, October, 1928. Clearly the reasoning is that decreased 
price fluctuation diminishes the likely gain from speculation and consequently reduces the 
volume of speculative activity. In this instance the method of controlling speculation is to 
remove conditions leading to price-risk-bearing. 
"From one viewpoint all transactions employing credit must necessarily be speculative | 
a character. By public usage, however, credit employed in conduct of business is not 
regarded as speculative. Of course, one of the basic tenets upon which the Federal Reserve 
tem is founded is in reality one of speculative inflation through credit expansion, largely 
mited to short-term operations. It may be pointed out that the continued dependence of 
uusiness upon bank refunding of short-term loans is a dangerous aspect of too much short- 
im credit, especially if the banks of the country are largely dependent upon security 
prices for liquidity. In English banking, where liquidity is essentially dependent upon 
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Reserve has traditionally concerned itself with short-term credit; whether it I ment Of 
can be extended to include long-term credit is another of those unanswer- Me There ar 
able questions at the moment.” (1) the | 

If to the Federal Reserve may be charged the general control of credit, to istration 
the private bankers must be accorded the responsibility both of particular. 9 of enfor: 


izing this general control and of extending the control to long-term credit,22 
By their direct contact with the individual business and the individual 
speculator, private bankers should be able to sift credit uses and to mini- 
mize the excessive use of credit in speculation.”* More directly, the private 
bankers ought to constitute the differentiating mechanism to prevent the in- 
direct use of credit for speculative purposes when the social creation of credit 
is for productive gain. They could not be expected to prevent the employ- 
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opis can be made meaningful, but changes in the proportionate equities may be sig- The | 
nificant. 
In the field of corporation activity a high degree of uncertainty exists. But, when in- ilustrat 
vestment bankers buy a small water company for $200,000, then sell $200,000 of bonds construc 
as well as $200,000 of preferred stock to the public, keeping control for themselves in the 929, at 
form of all the common stock, one must be compelled to assert that the transaction is a 1929, | 
mein yr The same conclusion appears justified if a $2,000,000 company is bandied before t 
about through half a dozen transactions, eventually to “come home to roost” as a $22,000,000 f povet 
company with $18,000,000 fixed charge securities sold to the public. 0 gov 
“It is a matter of polemics whether any effective control over short-term credit can be a strong 
achieved without simultaneous control over long-term credit. The further question of the f unor 
relative influence of long- and short-term credit, in generating both the cycle and specu- , 
lation, has no immediate answer. While, to be sure, the two merge into each other, the It is « 
institutional facts of control cannot be logically defended as they exist at present. In point ber 
of fact, the whole problem of debt in highly organized and nicely balanced societies is in on 
serious need of a thoroughgoing and critical examination. lines of 
So far as speculation in its organized form is concerned, largely short-term credit is em- he mo: 
ployed. But when agricultural lands are speculatively bought and sold under twenty-year ue mo 
mortgages with margin payments only, this becomes unorganized speculation. It may, of governt 
course, be argued upon quite defensible grounds that land speculation is largely confined he em 
to new or rapidly developing countries and must, therefore, disappear as a nation approaches ° P 
economic maturity. Again, houses, apartment buildings, and office buildings are constructed nationa 
“on spec” with fifteen-year mortgages or twenty-year debenture bond issues attached, The sit 
epitome of unorganized speculation on long-term credit is reached when holding companies opposi 
bandy businesses and corporations back and forth with twenty-year debentures detachable XB 
only upon payment or by a reorganization under 77-B. One must, therefore, arise to the ut, 
assertion that speculation, organized and unorganized, can scarcely be dubbed a problem of Co 
short-term credit only. bo b 
* The general problem of price and credit dynamics is by some writers reduced to a . EP 
dilemma. That is, any increase in either prices or credit must inevitably lead to an increase as: 
in the other; the process must continue, according to these writers, until “the bubble bursts, opment 
then to be a spiral downward to bankruptcy. While there may be a cumulative effect, both oem 
in rising and in falling prices, upon bank credits and deposits, it seems improper to con- on 
clude that man is wholly unable to control a social process which he can control as an ‘hol 1 
individual process. Cf. L. A. Rufener, Money and Banking in the United States, pp. 115-8. a 
* A distinct difference must be made between what bankers ought to do and what they . ate 
can do in controlling speculation and the effects thereof. In 1931-33, when real estate prices ae a | 
were falling so rapidly, many bankers found loans difficult to procure and would have been apt 
glad to refinance mortgages to earn an income. But they dared not, Not only were they rte 
prevented from coming to the rescue of land prices by the incessant demand for liquidation : r 
of deposits, but they had to accentuate the already bad situation by selling their own mott- hee | 
gages and by bringing pressure to secure partial payments upon others. It becomes an =a 
anomaly when the credit machinery of the country destroys itself when it knows how it « a 
ought to act to preserve its own structural existence. Existing regulations contributed to rag 
the problem, also. , 
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loss of economic and legal morale which would be woise than the 
lation. 
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ment of owned capital in any sort of speculation, particularly unorganized.** 
There are two handicaps to the success of the control by private bankers: 
1) the psychological and organizational uncertainties in the direct admin- 
isration of a control of some 16,000 private banks; (2) the legal difficulties 
of enforcing regimentation of credit use, i.e., to prevent diversion of credit 
into speculative channels. Once banks have granted credit the current bank- 
ing philosophy places upon the banker only the responsibility of collection 
upon the debt or maintenance of liquidity thereof. If, and the conditional 
is advisedly employed, our entire banking system were organized to place 
upon the bankers the added responsibility for tracing and administering 
the use of funds, as is at present a fact in at least one foreign banking 
ystem, effective control over unorganized as well as organized speculation 
might become a fact. 

The uncertainty of direct control through individual bankers is aptly 
illustrated by the agricultural land speculation from 1917 to 1919, by the 
castruction loans made upon office and apartment buildings from 1923 to 
1929, and by the “loans for the account of others’’ which appeared shortly 
before the end of the last cycle of prosperity. Moreover, with the extension 
of government activity in long-term credits, the banking group could present 
istrong case for refusal of acceptance of any responsibility for the control 
of unorganized speculation employing long-term credits.** 

It is conceivable that state and federal legislation could be employed in a 
aumber of forms to prevent speculation in particular items. Of the various 
lines of attack, a thoroughgoing revision of state laws on corporations is 
the most promising. The numerous administrative agencies of the federal 
government could be of immense value. Even the Postal Department could 
be employed for certain ends. But, unless prices were fixed, or the items 
nationalized, such legislation would be likely to receive exceedingly strong 
opposition. Enforcement would probably break down with a consequent 

“But, see A. D. Gayer, Monetary Policy and Economic Stabilization, pp. 260-2, for a 
strong argument that “the deeply-rooted, but perniciously fallacious, belief that all must 
be well if the central banking authorities can effectively prescribe the use to which credit 
‘ put by member banks, would at least be recognized as a confusion of thought.” 

Passing comment may be made upon the international aspects of a speculative devel- 
opment in a single country. Practically all countries are at the present writing committed to 
a managed currency. That is, they desire to control the relative levels of external and 
ternal prices simultaneously with the absolute control of internal prices. No such control 
an be indefinitely maintained. Either internal prices must be allowed to seek their “natural” 
asolute level, or external and internal prices must be allowed to adjust themselves to 
changing conditions. 

If a speculative movement within a given nation appears to afford more than average 
eturn on capital funds, an attempt of foreign capital to take advantage of the situation 
Ss inevitable. If this capital is allowed to enter, it may of its own operation accentuate the 
speculative boom in prices; if it is kept out by low central bank rates, internal expansion 
ot credit will accomplish the further price rise anyway. The predicament of the United 
States after the World War, possibly up to 1929, is an excellent example. _ Me’ 23 
Gustav Cassel, in Money and Foreign Exchange After 1914, gives a critical examination 


(! European central bank policy. Also, D. T. Jack, The Restoration of European Cur- 
rencies, p. 22 ff. and E. Dulles, The French Franc, 1914-1928. 
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loss of economic and legal morale which would be woise than the specu 
lation. 

Education as a device for the control of speculation must also be report 
as resting upon questionable grounds.”* With the enormous educati 
work done in the field of investment proper, it must still be recorded 
millions of dollars are annually thrown into the pot of losses through 
of even the most common educational tests to price-making forces, | 
measure of achievement is conditioned upon the degree to which the n- 
tional controls created in the individual through education would be suf. 
ficiently powerful to hold in abeyance the deeper drives generated by the 
stimuli for speculation. The success of any such movement should be deé- 
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nitely related to those possessed of the means of speculation. The latter is A cle 
neither definitely correlated with native intelligence nor with ability to accept The ge 
economic restraints for the common good. In any event, the mechanism offi™ of the « 
education would establish an abstract ideal of conduct as a substitute foram within 
and a deterrent to, a material drive.’ grams 
National lotteries have been proposed as a means both of avoiding the over n 
evils of speculation and as a substitute outlet of the individual’s drive for deman: 
adventure. European government experience with these shows them to bel from. ] 
feasible as means of gaining substantial revenue and reducing interest upon prograi 
government issues; whether or not they are able to eliminate or take the 
place of the desire for securing profits from direct risk assumption is an un- This 
proven point. orderes 
Special forms of taxation have been proposed. The national windfall tax 004; 
is at present related to taxes upon speculative gains. The difficulty aris] |. 
from the definition of what constitutes speculative gain as opposed to those HH (1) est 
gains which arise from what can be called legitimate business. There is great sie t 
uncertainty of administration in any such tax; there is no estimate of the HM sme o 
proportion of the administration cost to the revenue gained. a 
Lastly, may be mentioned a number of miscellaneous possible means of HM operatic 
control. The press has some influence both in deterring and in abetting —° 
speculation. Organizations such as the International Bankers Association and J so inc 
numerous others could exert considerable influcace if organized and directed ers be 
toward a common good. In fact, private patrol of the field could quite effec- But | 
tively be achieved in this manner if a concerted effort were made.”* oy 
Two considerations remain to be treated: the effects of economic plan- » ond 
heently 


ning, and speculation in a closed society. Modern societies are increasingly i * ~ 


removing their economic life from an endless chaotic succession of events = 
** One of the bases for justification of the organized exchange is its claim to education having 
It supplies analyses and makes for publicity of information both about the transactions and of fact. 
the things speculated in. Unorganized speculation can lay claim to no such achievements. "Re 
The conclusion would be that greater eccentricity of activity would characterize unorganized is colla 
speculation. Cf. C. A. Conant, The Principles of Money and Banking, Vol. Il, pp. 416-9. ing te 
** Cf. M. Keynes, A Treatise on Money, Vol. Il, pp. 260-1, for discussion of some Psy- popula 
chological aspects of the problem ; tconon 
* Among the miscellaneous proposals to control security speculation may be mentioned isa ter 
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(and accidents) generated by individual decisions in the light of individual 
interests, pointing them toward considered judgment in the form of general 
decisions for the common good. The consequent action is supposed to 
remove some of the instability of the individualistically conducted society. 
Under economic planning, some proponents extend price fixing; others do 
aot. In so far as price fixation is a part of planning, speculation would find 
lessened argument, whether organized or unorganized.** Therefore, price 
fxation offers a partial solution to the problem of unorganized speculation. 
A variation of price fixing in the form of limited change in a given day has 
been tried in the case of organized speculation in grains; it has not been 
found successful in doing away with speculation in grains. 

A closed society or economic unit presents somewhat different problems.*° 
The general principle seems to be reasonably well established that as the size 
of the economic unit decreases the variability of supply and demand prices 
within that unit increases.** Development of nationalistic economic pro- 
grams and economies must, therefore, in the present state of our control 
over nature, increase the discrepancies between the supply of and the 
demand for all goods dependent upon nature and which are derived there- 
from. In the light of these conditions, some inconsistencies in our economic 
programs over the past few years are to be noted. 


This comment many well end as it was begun: the problem is one of 
ordered social good. Some thrive on the ordering; others benefit from the 
good; each is presumed to serve amicus humani generis. 


the list presented by Professor Irving Fisher in his The Stock Market Crash—and After: 
(1) establish an artificial “floor” for securities as of a given day; (2) create a ‘‘safety 
fund’ to absorb issues in panics; (3) establish and enforce a satisfactory collateral loan 
policy; (4) base margin requirements upon a ratio to earnings and prices; (5) eliminate 
some of the nuisance statutes which cause speculative activity to be continued surrepti- 
tously; (6) emphasis upon fundamentals of value; (7) raise listing and trading require- 
ments (now done through SEC); (8) substitute a system of options to buy for margin 
operations. While these are more directly applicable to securities, the principles involved 
could be just as easily applied to any other form of speculation. 

*It may be easily demonstrated that, as the economic structure increases in complexity, it 
also increases in interdependence. As interdependence grows, the risk element must neces- 
sarily increase to each more highly specialized element in that structure. Growth of general 
economic planning and of control both find their societal defense in this fact. 

But it may also be demonstrated that as risk taking becomes more and more universal, 
special institutions may be organized to level off the risks. Thus it would be actuarially 
sound to set up a corporation to insure crop yields, agreeing to guarantee a minimum yield 
to each insured farmer. All that would be involved would be to charge a premium suf- 
iciently high to cover the risk, invest it in wheat in good years, and to dispense the wheat 
to the farmer in bad years. This is included in the attack on the “farm problem” in the 
United States. Cf. Willis and Bogen, of. cit., pp. 365-6. 

"One cannot have a planned economy in world competition without at the same time 
a a closed economy. The logic is not clear if reversed, but seems to have some basis 
of Tact. 

" Reasoning applicable to the different problems of closed and open economic structures 
S collateral to reasoning upon the larger problem of static and dynamic economics. Chang- 
ing technologies introduced by invention, by exploitation of resources, by variation in 
population composition, and the whole myriad of forces which maintain our modern 
‘conomies in a constant flux must be analyzed apart. The very existence of these possibilities 
‘Sa temptation to speculation. 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN Resolw 
ECONOMIC ASSOCIATION HELD IN CHICAGO, ILLINOIS, ape 
DECEMBER 29 AND 30, 1936 Committ 
activities 
The first business meeting of the American Economic Association was held a gee 
9:00 a.M., December 29, 1936, in the Stevens Hotel, Chicago, President Johnson fhe 
presiding. Resolv 
The minutes of the meeting of December 28, 1935, were approved as printed rapeord | 
in the Proceedings of the Forty-eighth Annual Meeting, pp. 294-6. sae 
The following reports were read and approved: 
1. The Secretary. (See p. 299.) 
2. The Managing Editor. (See p. 304.) Che ( 
3. The Treasurer. (See p. 306.) gated t 
4. The Auditor. (See p. 308.) 
5. The Finance Committee. (See p. 313.) For Presi 
President Johnson appointed Victor P. Morris, of the University of Oregon, = 
Clarence E. Bonnett, of Tulane University, and John V. Van Sickle, of the Rocke. a" 
feller Foundation, as a Committee on Resolutions. For Vice: 
The Committee on Reprints reported progress and will present a full report at Harry 
the spring meeting of the Executive Committee. ~! 
The Report of the Committee on Public Service Personnel was presented by Sumne 
M. A. Copeland, chairman, and was accepted and the Committee discharged. For Exec 
(See p. 316.) Garfiel 
The report of the Joint Committee on the Statistics of Income was read and Carter 
approved. The Committee was continued (J. F. Ebersole, Ralph C. Epstein, and — 
R. Murray Haig) and the unexpended approriation transferred to 1937. (See a 
p. 317.) For Ame 
Adjourned. John } 
Alvin 
The second business meeting of the American Economics Association was held For Soci: 
at 9:00 A.M., December 30, 1936, in the Stevens Hotel, with President Johnson Edwin 
presiding. Josep 
The minutes of the previous meeting were read and approved. The Cc 
The report of the Joint Census Advisory Committee was read and approved. HMM sketche: 
(See p. 318.) of Nov 
Voted: To withdraw from participation in the appointment of three repre- HM ballots, 
sentatives to the Joint Census Advisory Committee. the foll 
Our representative to the American Council of Learned Societies, Waltet 
Willcox, made an oral report on the activities of the Council and referred the 
members to the account of these activities as printed by the Council. 
For the report of our representative on the Social Science Research Council, 
see page 320. 

The following report of the Committee on Resolutions was unanimously The 
adopted: tothe 1 
WHEREAS, The members of the American Economic Association, meeting in the forty- : 
ninth annual session, December 28-30, 1936, desire to express appreciation to those who Presider 


have been chiefly responsible for the success of the conference; therefore be it 
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Resolved, That the Secretary be instructed to convey the thanks of the members of the 
Association for the excellent preparation made for the meeting and for the way in which 
the details had been handled throughout the session to Garfield V. Cox, chairman of the 
Committee on Local Arrangements, to the press for the publicity given to the program and 
xtivities of the Association, and to the others who participated in making the meeting a 
wccess; and be it further 
"Resolved, That we extend to the participants in the program our appreciation for their 
contributions to the deliberations of the Association; and be it finally 

Resolved, That we extend to the management of the Hotel Stevens our thanks for the 
facilities placed at our disposal and for the co-operation which aided so greatly in insuring 
the success of our meetings. 

Victor P. Morris, Chairman 
CLARENCE E,. BONNETT 
JOHN V. VAN SICKLE 


[he Committee on Elections reported that the Nominating Committee had pre- 
sented to the Secretary the following list of nominees for the respective offices: 


For President 
Clive Day 
Oliver M. W. Sprague 


For Vice-Presidents 


Harry Gunnison Brown 
Alvin Harvey Hansen 
Harold Lyle Reed 
Sumner Huber Slichter 


For Executive Committee 


Garfield V. Cox 

Carter Goodrich 

Frank Dunstone Graham 
George Ward Stocking 


For American Council of Learned Societies Representative 


John Maurice Clark 
Alvin Saunders Johnson 


For Social Science Research Council Representative 

Edwin Griswold Nourse 

Joseph Henry Willits 
The Committee further reported that it then prepared the usual biographical 
ketches of the various candidates, that ballots were sent to the members the first 
of November, and that it had me* on December 19, 1936, and canvassed the 
ballots. The report of the Committee was filed with the Secretary and contained 
the following information: 


Number of envelopes without names for identification 19 
he Number received too late to count 2 
Number of defective ballots 1 
‘ Number of legal ballots 1,167 
Number of returns from the mail ballot 1,189 


The Secretary certified and announced that the following persons were elected 
to the respective offices: 


resident (for the term of one year) 
Oliver M. W. Sprague 
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Vice-Presidents (for the term of one year) 
Alvin H. Hansen 
Sumner H. Slichter 
Members of the Executive Committee (for the term of three years) 


Carter Goodrich 
Frank D. Graham 


Representative to the American Council of Learned Societies (for the term of four years) 
John M. Clark 


Representative to the Social Science Research Council (for the term of three years) 
Edwin G. Nourse 


Voted: That the Chair appoint three members of the Association to act on 
Senator Robert J. Bulkley’s advisory committee for the organization of a Ni- 
tional Economic Council. The request came from Senator Bulkley and it is 
understood that the appointees do not represent the Association. 


meeting, P 
Voted: 
Resolves 


Adjourned. 
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REPORT OF THE SECRETARY OF THE ASSOCIATION FOR THE 
YEAR ENDING DECEMBER 12, 1936 


The following report includes the minutes of all meetings of the Executive 
Committee held during the year. 


|, Minutes of the first meeting of the 1936 Executive Committee: 


The first meeting of the 1936 Executive Committee of the American Economic Association 
wis held at the New School for Social Research, New York City, at 10:00 a.M., March 21, 
1936. There were present: President Johnson, presiding, and Messrs. Bonbright, Ciark, 
Deibler, Haig, Millis, Mitchell, Patterson, Williams, and Wolfe. 

Voted: To approve the minutes of the last meeting of the Executive Committee, held in 
New York City, December 28, 1935, as printed in the Proceedings of the 1935 annual 
meeting, page 299. 

Voted: To ratify the following resolution adopted by a mail ballot: 

Resolved, That the Treasurer be authorized to pay from funds of the Association any 
‘eficit incurred in connection with the celebration of the fiftieth anniversary of the founding 
of the Association. 

Voted: That it was the opinion of the Executive Committee that no positive action could 

taken by the Association on the proposal to reprint articles until a committee had can- 
wssed the situation and presented titles of articles to be printed, probable demand, and 
probable cost. 
“Voted: To approve the action of President Johnson and the sentiments expressed by him 
in his correspondence with Mr. Jouett Shouse, of the American Liberty League, and to 
instruct him to request Mr. Shouse, in the name of the Executive Committee of the American 
Economic Association, to notify all persons who had received the questionnaire and the 
wvering letter dated February 6, 1936, that the American Economic Association was in no 
vay responsible for the preparation of the questionnaire that was circulated by the American 
Liberty League among the members of the American Economic Association. 

Voted: To publish in the June issue of the American Economic Review the correspondence 
of President Johnson and Mr. Shouse, including the foregoing resolution adopted by the 
Executive Committee. 

Voted: That the request of the Secretary of the Interior, Mr. Harold L. Ickes, that the 
Association appoint two representatives to the Third Plenary World Power Conference 
te approved and President Johnson be authorized to appoint the representatives. 

Voted: That the Handbook be printed as a supplement to the June issue of the Review 
and that the list published be confined to members of the Association and that the format 
te changed to two columns per page. 

By a unanimous vote of the nine members present, the Executive Committee adopted the 
following resolution: 

WHEREAS, Under the by-laws of this Association the Executive Committee has full power 
to purchase securities and sell and direct the transfer of securities belonging to the Associa- 
ton; therefore be it 

Resolved, That the Secretary and Treasurer of the Association be, and he hereby is, 
authorized and empowered to buy, sell, assign, and transfer any securities purchased in the 
name of the Association or otherwise, to execute and to deliver all the papers necessary for 
that purpose; and be it further 

Resolved, That the Secretary of this Association be, and he hereby is, authorized and 
directed to affix the seal of this Association to any papers executed in pursuance of the 
foregoing resolution and to attest the same. 

_ By a unanimous vote of the nine members present, the Executive Committee adopted the 
tollowing resolutions: 

WHEREAS, Under the by-laws of this Association the Executive Committee has full power 
sell and direct the transfer of any shares of the stock belonging to this Association; and 
_ WHEREAS, This Association is now the owner of 25 shares of Liggett and Myers Common 
‘tock, 20 shares of First National Stores Common Stock, and 20 shares of J. C. Penney and 
Company Common Stock; therefore be it 

Resolved, That Frederick S$. Deibler, Evanston, Illinois, Secretary and Treasurer of the 
Association, be, and he hereby is, authorized and empowered to sell, assign, and transfer 
iny or all of the aforesaid shares of stock and in the name of this Association, or otherwise, 
0 execute and to deliver all the papers necessary for that purpose; and be it further 
Resolved, That the Secretary of this Association be, and he hereby is, authorized and 
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directed to affix the seal of this Association to any papers executed in pursuance of 
foregoing resolution and to attest the same. 

Voted: To instruct the Secretary and Treasurer to buy and sell securities for the 
of the Association upon the advice of the Finance Committee. 

Voted: To approve the selection of the State Bank and Trust Company, of E 
Illinois, as custodian of the securities owned by and held in the investment account of 
Association and to instruct the Secretary and Treasurer to have shipped to, or from, 
bank all securities bought, or sold, by him upon the advice of the Finance ittee, 
P Voted: To instruct the Secretary and Treasurer to increase his bond from $25,000 

75,000. 

Voted: That the Executive Committee, after considering the proposal from the 
Science Research Council, expresses its appreciation of the opportunity of being one of 
constituent societies of the Council and furthermore expresses its willingness to receive 
suggestions of the Council as to representatives acceptable to it and agrees to present 
suggestions to the nominating committee of the Association. 

Voted: To - over the suggestion to hold the annual meeting at a different date uni) 
a more favorable date can be found. 

Voted: To ratify the choice of Chicago as the place for holding the next annual meeti 

Voted: To hold the next annual meeting on December 28, 29, and 30, 1936. 


tative on t 
Voted: 

a nomir 
Voted: 
Americani 


_ Voted. That it is the opinion of the Executive Committee that the officers of the Associa. 3. Mi 
tion should be elected on or near March 1, and that their term of office should begin at the The firs 
close of the next succeeding annual meeting. Such a plan would enable the inati at 12:00 


committee to hold a session during the annual meeting and would enable the officers elected 
to have a longer time in which to prepare the sessions of the annual meeting. 

Voted: That appropriate amendments to the by-laws be drafted to effect this change in 
the date of electing the officers of the Association. 

Voted: That it is the opinion of the Executive Committee that the broadcasting of sessions 
of the arnual meeting is not permissible except with the consent of the President of the 
Association, after an informal canvass of the opinions of the members of the Executive 
Committee at the time a request for broadcasting is made. 

Voted: To appoint James Washington Bell, of Northwestern University, as Secretary and 
Treasurer of the Association for a term of three years, the transference of the office to be at 
the convenience of the present incumbent and the new appointee. 

Voted: That it is the opinion of the Executive Committee that for the current year the 
Secretary should continue as editor of the Proceedings and that the honorarium for th 
present should remain $1,000 a year. 

Voted: That an audit of the accounts of the Association be made at the time of the 
transfer of the effects of the office to the new Secretary, and that an appropriation be mak 
of a sum necessary to secure this audit. 

Voted: To confirm the appointment of Edward Berman, of the University of Illinois, and 
Edward Chamberlin, of Harvard University, as members of the Editorial Board, for a tem 
of three years. 

Voted: That the President of the Association be authorized to appoint official representi- 
tives to the sesquicentennial celebration of the founding of the University of London. 

Voted: To postpone action on the suggestion for modifying the Joint Census Advisory 
Committee. 

Voted: That the Secretary be instructed to write the Hon. Ernest G. Draper, assistant 


secretary of the Department of Commerce of the United States, expressing the interest of Voted 

the Association in the facts and information that have been gathered concerning the oper Americas 
tion of the National Industrial Recovery Act and furthermore expressing the hope that 

volume may be prepared that will summarize the information that is now available upon | 

this significant period in the economic history of the country. . The | 

Adjourned. ing and 

2. Minutes of the second meeting of the 1936 Executive Committee: The | 


The second meeting of the 1936 Executive Committee was held at the Stevens Hotel, 
Chicago, at 5:00 P.M., December 28, 1936. There were present: President Johnson, prt 
siding, and Messrs. Bell, Dewey, Millis, Patterson, Williams, and Wolfe, and, by invitation, 
F. S. Deibler and F. A. Fetter 

Voted: To approve the minutes of the first meeting of the 1936 Executive Committee held 
in New York City, March 21, 1936. 

Voted: To ratify the mail ballot rescinding the action taken on the Liberty League matte! 
on March 21, 1936, and authorizing the printing of a statement in the September number 
of the American Economic Review. 
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Voted: To ratify the mail ballot authorizing the expenditure of not to exceed $300 for 
simeographing round table papers prior to the meetings. 

Voted: To appoint C. H. Crennan, Charles C. Wells, and James Washington Bell as 
the Finance Committee for the year 1937. 

After discussion, it was agreed to present the matter of Association representation on the 
pint Census Advisory Committee to the business meeting for action. 

“voted: To appoint Harry G. Brown to fill unexpired term on the Executive Committee of 
Alvin S. Hansen, whose office was vacated by virtue of his election to vice-presidency. 

Voted: To appoint Alvin S. Johnson to fill the unexpired term of E. F. Gay as represen- 
ative on the American Council of Learned Societies, due to the latter's resignation. 

Voted: To lay on the table a resolution authorizing the holding of stocks in the name 
ofa nominee of the Association. No quorum was present for this purpose. 

Voted: To express approval of the general re recommended by the librarian of the 
American Library Association with regard to form and filing of government publications. 
Although the Committee is not clear as to what abuses are to be corrected by this action, 
it favors in principle requiring federal agencies and departments to file copies of their 
publications, mimeographed material, and so forth, under more complete identification 
han seems to have been the practice. 


3. Minutes of the first meeting of the 1937 Executive Committee: 


The first meeting of the 1937 Executive Committee was held at the Stevens Hotel, Chicago, 
i 12:00 M., December 29, 1936. There were present: President Sprague, presiding, and 
Messrs. Bell, Dewey, Johnson, Millis, Patterson, Williams, and, by invitation, F. S$. Deibler. 

Voted: To approve the minutes of the December 28 meeting as read. 

Voted: To approve the application of the Tax Policy League to be included in matters 
of arrangements for the annual meeting, joint program, etc. 

Voted: To confirm the appointment of Alzada Comstock and Leonard L. Watkins to the 
Editorial Board, terms to expire in 1939. 

Voted: To reappoint Davis R. Dewey managing editor of the Review. 

Voted: To appropriate a sum of not over $100 for the expenses of the Secretary in 
attending the meeting of the American Council of Learned Societies if such expenses are 
not provided for by the Council. 

Voted: That the selection of the place for the next annual meeting be finally determined 
by the Secretary, after further investigation of facilities and accommodations available in 
the three cities under discussion. 

Voted: To appoint a committee to consider further the ways and means of establishing a 
permanent secretariat, this committee to report at the next meeting of the Executive Com- 
nittee. Alvin S. Johnson and J. M. Clark were appointed to this committee. 

Voted: That the Association appropriate the sum of $500 a year for two years toward the 
amount necessary to enable Mr. Henry Higgs to complete work on the Bibliography of 
Economics, provided the balance required is raised elsewhere. The Executive Committee does 
not feel like taking over the responsibility for this undertaking but is willing to offer aid 
toward the completion of this scholarly project. The Secretary is instructed to communicate 
this resolution to Professor E. R. A. Seligman. 

The Canadian Political Science Association had suggested a joint membership arrange- 
ment between the two associations, but, after discussion, it was decided that it would be 
unwise to set a precedent in this direction. 

Voted: To approve the appropriation of an additional $500 a year to the budget of the 
American Economic Review to permit the printing of 60 to 75 additional pages per volume. 
Adjourned. 


The Secretary's office edited the Proceedings of the Forty-eighth Annual Meet- 
mg and carried on the regular business of the Association. 


The following appointments were made by the President: 


pre. Nominating Committee 
100, George E. Barnett, Chairman 
held Chester A. Phillips 
Erich W. Zimmermann 
I. Leo Sharfman 


Ira B. Cross 
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Committee on Elections | wish | 
Ivan Wright, Chairman for his en 
John H. Cover io the dut 
James Washington Bell It is wi 


Committee on Reprints 
Robert D. Calkins, Chairman 

Committee on Local Arrangements 
Garfield V. Cox 

Auditor 

Frank E. Kohler and Company 

First National Conference on Educational Broadcasting 
Leverett Lyon 

Third Plenary World Power Conference 
Hans Staudinger 
E. W. Morehouse 


The changes in the membership list that have taken place during the yer 
ending December 12, 1936, are as follows: 


was recel’ 


Total members and subscribers in December, 1935 


366 
Annual members in December, 1935 .......... 2473 
Members removed in 1936 
Resigned . 54 
Died .... 1l 172 
2301 
Total annual members in December, 1936 ..................000. 2556 
Total life members in December, 1936 ..............00ccceecees 48 
Honorary members in December, 1935 .............0200-0eeeees 18 
Total honorary members in December, 1936 ...............-020005 17 
Subscribers in December, 1935 1118 
1005 
Total subscribers in December, 1936 ..........cccccccccccucces 1178 
Total members and subscribers in December, 1936 ............cccceccccecuces 3799 


This net gain of 137 is due in great part to the co-operation of members who 
have sent in nominations. I appreciate their help very much and hope they wil 
continue to aid me in increasing the membership. 
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| wish to express my personal thanks to my predecessor, Frederick S. Deibler, 
for his encouragement and continued advice during the period of my adjustment 
the duties and responsibilities of this office. 
It is with regret that I report that notice of the death of the following members 

yas received during the year: 

A. Piatt Andrew 

Elroy McKendree Avery (Life Member) 

Clarence Winthrop Bowen (Life Member) 

Isaac W. Byers 

William A. Dyche 

George C. Fraser (Life Member) 

A. J. Gaehr 

Leo Greendlinger 

John Hays Hammond 

William Frederick Notz 

Adolph S. Ochs 

Robert Jackson Ray 

Jesse Isidor Straus (Life Member) 

George A. Suter 

Correa M. Walsh (Life Member) 

George W. Wickersham 


Respectfully submitted, 
JAMES WASHINGTON BELL, Secretary 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1936 


The expenses during 1936 by principal items were as follows: 


Printing (paper, reprints, postage, etc.) .............000. $ 5,016.56 
2,540.00 

$11,851.68 


This is approximately $50.00* less than the budget estimate which was made 
on the basis of printing 4,100 copies per issue; we actually averaged 4,225 
copies per issue. There were five pages more of text in 1936 than in 1935. 

On the basis of printing 4,300 copies per issue in 1937, the following budget 
is submitted: 


Printing (paper, reprints, postage, etc.) ............-2.. $ 5,400.00 

$12,300.00 


The following persons have served as editors during the past year: Professors 
Roy G. Blakey and Howard H. Preston, whose terms expire this year; Professors 
Clarence E. Ayres and Morris A. Copeland, whose terms expire in 1937; and 
Professors Edward Berman and Edward H. Chamberlin, whose terms expire in 
1938. 

During the year 208 persons have co-operated in writing leading articles, com- 
munications, reviews, and notes. 

The office of the managing editor during the past year has been greatly em- 
barrassed by our inability to find space for all the manuscripts deserving of pub- 
lication. As a result, a considerable number has been declined. And because of 
this pressure we are unable to give assurance of early or even prompt publication 
of the articles which are accepted. A remedy would be to increase the number of 
pages in each issue from approximately 200 pages to 250 pages. On the other 
hand, a bound volume of 1,000 pages is somewhat unwieldy and of course the 
cost of the Review would be proportionately increased. 

As illustrating the growth of interest in economics, it may be noted that the 
volume of literature in this field has greatly increased during the past few 
years. During the year 1936 an average of fourteen new books per week has 
been received by this office. This number includes not only the new books pub- 
lished in the United States but also those published in foreign countries. Not all 
of these deserved a critical review notice. For some, the titles were briefly listed; 
and for others an annotation of a few lines was sufficient. Again, however, we 
are not able to give adequate space to the more important volumes. 

The usual tables are appended. 

Respectfully submitted, 
Davis R. Dewey, Managing Editor 


* Allowance of $100.00 is made for mailing expenses of December Review, for which 
the bill has not yet been received 
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1920 
1921 
1922 
1923 
1924 
1925 
1926 
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1932 
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Taste I 
PAGES GIVEN TO EACH SECTION* 


Docu- 
Leading New ments, Periodi- 
Year ‘cles | Reviews books reports cal Notes | Theses | Totals 
listed | abstracts 
etc. 
1920 395 109 155 98 122 42 15 936 
1921 331 103 133 39 117 38 11 772 
1922 293 91 158 35 124 37 13 752 
ade 1923 298 122 184 26 113 43 14 800 
25 1924 339 110 191 23 113 42 18 836 
1925 325 131 178 27 110 38 23 832 
1926 270 137 184 15 108 43 27 784 
gt | 262 120 195 32 114 42 27 792 
1928 335 111 176 12 121 45 28 828 
1929 315 181 173 18 1 52 28 768 
1930 348 154 210 12 —_— 58 29 811 
1931 369 170 197 13 — 40 25 814 
1932 351 175 203 12 —_ 27 24 792 
1933 360 178 179 6 34 28 24 809 
1934 376 120 188 7 48 44 22 805 
1935 341 198 183 7 46 37 21 833 
Ors 1936 384 161 | 185 5 39 31 20 838 
* * Figures for 1911-19 may be found in the report for 1930, published in the Supplement, 
March, 1931, p. 284. 
> in 
ym- Tasie II 
EXPENDITURES 
Year Printing Clerical Supplies Totals 
100 1920 $6,656.31 | $1,500.00 | $1,122.75 | $1,595.64 $307 .20 $11,181.90 
r of 1921 5,646.97 1,500.00 64.50 1,472.50 319.97 9,003 .94 
her 1922 4,795.28 | 1,500.00 — 1,370.00 314.77 7,980.05 
the 1923 5,032.59 1,500.00 —_ 1,650.09 437 .86 8,620.54 
1924 5,423.28 | 1,500.00 | 1,110.25 | 1,464.01 305 .32 9,802.86 
1925 5,713.01 1,500.00 1,133.50 1,757.32 406.36 10,510.19 
the 1926 5,332.24 1,500.00 1,128.00 1,589.86 323.43 9,873.53 
1927 5,619.20 | 1,500.00 | 1,013.75} 1,806.50] 297.25 | 10,236.70 
has 1928 5,321.95 1,500.00 1,190.50 1,956.50 375.37 10,344.32 
‘ 1929 4,927.62 | 1,500.00 | 1,328.75 | 2,004.50 261.72 10,022.59 
1930 5,386.67 | 2,500.00 | 1,447.75 | 2,253.00 347.80 11,935.22 
all 1931 5,399.94 | 2,500.00 | 1,454.75 | 2,300.00 327.60 11,982.29 
ed; 1932 5,143.23 | 2,500.00 | 1,451.00 | 2,300.00 386.13 11,780.36 
we 1933 4,606.07 | 2,500.00 | 1,408.25 | 2,436.00 380.75 11,331.07 
1934 4,670.43 | 2,500.00 | 1,384.75 | 2,420.00 326.12 11,301.30 
1935 5,109.53 | 2,500.00} 1,357.50 | 2,540.00 445.08 11,952.11 
1936 5,016.56 2,500.60 1,450.00 | 2,540.00 345.12 11,851.68 
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REPORT OF THE TREASURER OF THE ASSOCIATION FOR Tug 


YEAR ENDING DECEMBER 12, 1936 ae 

The reports of the Auditor and the Finance Committee are presented in suc Mmm bet 12 i 
detail that little needs to be added in this report except by way of explanation, Committ 
The total assets of the Association have increased during the fiscal year to The fc 
$58,012.29, from $51,308.44. A comparative statement in the Auditor's Report fim income 
shows changes in the composition of the assets during the past year. frum the 
The total receipts during the year from all sources were $27,844.77. Income Ma inclusive, 


from dues, interest and dividends, and profit on sale of securities accounts for 
$20,929.65 of this total, and income from subscriptions to the Review other than 
from members, sales of copies, and from advertising for $6,915.12. An increase 
of $7,704.79 over last year is accounted for chiefly by profit on sale of securities 
of $5,510.47, and an increase of $510.50 from dues, and $268.38 from subscrip. 
tions. 

The total expenses for the year, $13,948.85, showed an increase of $1,598.15 
over the previous year. How these costs result from an increased volume of print. 
ing is shown in the Auditor's Report. Instead of 4,100 copies for each of the 
four issues, aggregating 876 pages, 4,200 copies were printed of the first three 
issues and 4,300 of the fourth issue, totaling 892 pages, and 4,200 copies of the 
Proceedings (360 compared to 248 pages) were printed and 4,100 copies of a 
handbook (58 pages) were issued. 

Net income of $6,980.80 represents an increase of $5,584.33 over the pre- 
ceding year, most of which is due to profit on sales of investments. Net operating 
income has actually been less in 1936 than in 1935, due to increased publication 
costs of $1,500.14 and administrative and other operating expenses of $620.32. 

The members of the Association should be interested in the excellent condition 
of our investment portfolio as shown in the report of the Finance Committee. 
There has been a notable appreciation in the capital value of securities as well as 
a slight increase in income from this source. We have received during the year 


At Par Cost Market* Return 
Year Stocks 

Bonds Bonds Stocks Total and Bonds Stocks Total 

Bonds 

1925 | $25,000 |$24,661.75 | $24,661.75 $1,350.00 $1,350.00 
1926 27,000 | 26,623.25 | 26,623.25 1,410.00 1,410.00 
1927 29,000 | 28,688.45 | 28,688.45 1,524.70 1,524.70 
1928 29,000 | 28,633.45 | 28,633.45 1,642.77 1,642.77t 
1929 31,000 | 30,569.48 | 30,569.48 1,575.44 1,575.44 
1930 31,000 | 32,439.48 | 32,439.48 |$32,635.40 | 1,695.21 1,695.21 
1931 39,500 | 39,134.48 | 39,134.48 | 32,307.44 | 1,886.81 1,886.8! 
1932 40,500 | 41,134.48 41,134.48 | 33,239.70 | 2,014.36 2,014.36 
1933 33,500 | 32,962.48 |$ 3,954.23 | 36,916.71 | 31,522.50 | 1,679.49 |$ 108.57 | 1,789.06 
1934 31,500 | 30,989.48 | 3,954.23 | 34,943.71 | 34,714.00 | 1,593.13 | 218.07 | 1,811.20 
1935 16,000 | 15,280.48 | 28,114.50 | 43,394.98 | 50,338.72 | 1,022.96 | 680.70 | 1,703.6 
1936 | 17,000 | 16,260.13 | 33,712.57 | 49,972.70 | 62,991.00 | 801.77 


* As of date of audit. 
+ Estimated income for year. 
t Certificate of deposit included 


—— 
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ome $2,400.00 in interest and dividends, which represents a return of over 6 
ver cent on the total cost of the securities, and the liquidating value as of Decem- 
‘er 12 is neatly $63,000.00. The policy governing the action of the Finance 
Committee is briefly expressed in its report. 

The following table shows the changes in our investment holdings and in the 
‘come derived therefrom over the past twelve-year period. The total income 
‘um the first two years of the period represent estimates, figures for 1927-29, 
adusive, include income from certificates of deposit. 

Respectfully submitted, 
JAMES WASHINGTON BELL, Treasurer 
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REPORT OF THE AUDITOR 
December 18, 193 


Executive Committee, 
American Economic Association, 
Evanston, Illinois. 


GENTLEMEN: 


We submit herewith our report on the audit of the books and records of th 


Follo 
American Economic Association for the year ended December 12, 1936, to 1935 ar 
with the following financial statements: printing 
Exhibit Number 
Expenses 
Balance sheet at December 12, 1936 I “an 
Statement of income and expenses for year ended December 12, 1936 II 
Results from O perations Edi 
Net income of $6,980.80 for the current year represented an increase 0 Edi 
$5,584.33 over net income of $1,396.47 for the preceding year. However Ott 
elimination of profit and loss on sales of investments results in showing n 
operating income for the years 1935 and 1936 of $2,002.77 and $1,470.33 
respectively, the lower net operating income for 1936 being due primarily t Less: Ir 
increased publication costs. Operations for these two years are summarize ~ 
as follows: Ad 
Year ended Increase 
Particulars December December or 
14, 1935 12, 1936 decrease 
Income from— Fort 
$12,499.75 $13,010.25 $ 510.5 copies 
Interest on bonds and time deposits, and divi- issues 
dends on stocks 1,847.67 2,404.86 557.1 
Profit or Joss on sales of stocks and bonds ...... 606.30 5,510.47 6,116.7 issue. 
Other sources ... 6.05 4.07 copies 
Total income $13,747.17 $20,929.65 
Expenses and costs— Bal 
Administrative and other operating expenses ...$ 5,390.02 $ 6,010.34 1936, 
Total expenses and costs . ele $12,350.70 $13,948.85 Cosh 
Net income $ 1,396.47 $ 6,980.80 
Of the profit on sales of investments, $5,021.68 was realized on sales of com — 
mon stocks and $488.79 on sales of bonds. Furnit 
Increased income from dues ($510.50) and from subscriptions ($268.38)—MM Resery 


reflected an increased number of members and subscribers, as shown by th 
following schedule: 


Report of the Auditor 


Classification 


3,799 


Following is a comparison of publication income and expenses for the years 
1935 and 1936; the editor’s expense budget for the year 1936 on the basis of 
printing 4,100 copies of the Review is also shown: 


Particulars Year Budget 
Expenses: 1935 1936 for 1936 
Printing of — 
Review $ 5,135.87 $ 5,470.77 $ 5,100.00 
Proceedings 1,347.88 2,037.90 — 
Handbook 454.36 
Editor's honorarium 2,500.00 2,500.00 2,500.00 
Paid to contributors : 1,450.00 1,500.00 
Editorial clerical salaries . 2,540.00 2,540.00 
Other costs and expenses : 400.60 360.00 


Total expenses ... $14,853.63 $12,000.00 


Less: Income— 
Subscriptions, other than from members $ 5,242.55 $ 5,510.93 


Sales of copies 396.70 642.13 
Advertising 753.56 762.06 


Total income $ 6,392.81 $ 6,915.12 


Net publication expense $ 6,960.68 $ 7,938.51 


Forty-two hundred copies of the March, June, and September issues and 4,300 
copies of the December issue were printed at a total cost of $5,470.77, the four 
issues aggregating 892 pages, including a sixteen-page insert in the December 
issue. Forty-two hundred copies of the Proceedings (360 pages) and 4,100 
copies of the Handbook (58 pages) were also printed. 


Changes in Financial Condition 


Balance sheets of the Association at December 14, 1935, and December 12, 
1936, are compared below: 


Increase 
December December or 
Assets 14, 1935 12, 1936 decrease 


$ 3,519.19 $ 5,087.97 $ 1,568.78 


15,280.48 16,260.13 979.65 

.. 28,114.50 33,712.57 5,598.07 

Receivables, net 685.37 50.37 
Inventories, at cost 1,986.84 1,407.19 
Furniture, fixtures, etc., at cost 1,202.38 1,323.14 120.76 
Reserve for depreciation 937.88 1,043.73 105.85 


Total assets $51,308.44 $58,012.29 $ 6,703.85 
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310 imerican Economic Association 
Liabilities and net worth 
Increa 
December December 
14, 1935 12, 1936 — decrease 
Accounts payable $ 145.09 $ 14599 
Unearned income . ...$ 3,034.71 2,734.11 300.6) 
Membership extension fund 3,807.52 3,661.08 146.44 
Proposed permanent secretariat fun — 25.00 25.00 
Life memberships 4,625.00 4,225.00 400.00 CuRRE! 
Surplus— 
Balance, December 14, 1935 ................ 39,841.21 39,841.21 “= 
Net income for year ended December 12, 1936 .. —- 6,980.80 6,980.80 


Transfers from lif 


Total liabilities 


The investment in stoc 
corporations, with a max 
Pump Co. Bonds 
cost $16,260.13. 

We did not ascer 


tain tl 
the State Bank and Trust 
Surety bonds were 


Name 
James Washington B 
Gertrude Tait 


We appreciate the co 
audit. 


I berships 


| at December 12, 1936, having a par value of $17,000.00, 


1e market value of the investments at December 12, 1936, 
All stocks and bonds owned by the Association were held in safe-keeping by 


carried by the Association on— 


400.00 400.00 


$58,012.29 $ 6,703.85 


....+$51,308.44 


ks of $33,712.57 represented shares in fifteen domestic 
imum investment of $3,114.65 in 100 shares of Wayne 


Company, Evanston, Illinois. 


Amount of 

policy 
. 5,000.00 


Position 
Secretary-Treasurer 
Assistant Secretary .. 


urtesies shown our representative in the course of the 
Very truly yours, 


FRANK E. KOHLER AND COMPANY 
Certified Public Accountants 
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EXHIBIT I 
AMERICAN ECONOMIC ASSOCIATION 
BALANCE SHEET 
DECEMBER 12, 1936 


Assets 
CuRRENT ASSETS AND INVESTMENTS: 


Cash in State Bank and Trust Company, Evans- 
ton, Illinois— 


Investments, at cost— 
Bonds, par value $17,000.00 ............ $16,260.13 
Receivables— 
Interest accrued on bonds ............... $ 236.24 
Less—Reserves for doubtful accounts ..... 105.00 685.37 
Inventories, at cost— 
575.46 
FURNITURE, FIXTURES AND BOUND PERIODICALS at 
Less—Reserve for depreciation ........... 1,043.73 279.41 
Liabilities and Net Worth 
UNEARNED INCOME: 
MEMBERSHIP EXTENSION FUND ............-.-+-- 3,661.08 
FUND FOR PROPOSED PERMANENT SECRETARIAT .... 25.00 
Net WorTH: 
Surplus unappropriated— 
Balance, December 14, 1935 ............ $39,841.21 
Net income for year ended December 12, 
Transfers from life memberships ...... . . 400.00 47,222.01 51,447.01 
Total liabilities and net worth ....... 


$58,012.29 
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EXHIBIT II 


AMERICAN ECONOMIC ASSOCIATION 
STATEMENT OF INCOME AND EXPENSES, YEAR ENDED DECEMBER 12, 1936 


Particulars Amount 
INCOME FROM: 


Dues— 
Regular members (after deducting $65.75 de- 
faulted dues unpaid at December 12, 


Subscribing and contributing members ..... ' 292.50 $13,010.25 


Other sources— 
Income from investments— 
Interest on 


Bonds .. $ 801.77 
Time deposits 52.72 
Dividends on stocks ............ ree 
Less—Custodian's fee 47.26 $ 2,404.86 
Net profit on sales of 
Royalties on Economic Essays .......000. 4.07 7,919.40 
Total income $20,929.65 
EXPENSES: 
Administrative and other operating expenses— 
$ 1,000.00 
2,746.60 
Postage ..... We 414.02 
Stationery and printing ................. 189.97 
51.89 
Telephone and telegrams ............... 60.10 tansfer 
109.10 
Executive committee expenses ........... 242.77 
Other committee expenses ............... 55.80 
American Council of Learned Societies .... 65.00 
Auditing .... 100.00 Chicago, 
; North A 
Publication expenses pany | 
Printing of— Northerr 
Review ... $ 5,470.77 Comp: 
Handbook .. 454.36 pany 
Paid to contributors 1,450.00 Comp 
Editorial clerical salaries . ee re 2,540.00 
Editorial supplies and expenses .......... 345.12 ( 
Sundry publication expenses ............. 33.96 
Editor's traveling expenses 21.52 first Na 
United 
Total publication expenses ...... $14,853.63 pany 
Less—Publication income— 
Subscriptions, other than In re 
from members $5,510.93 vasa 
Sales of copies . 642.13 : 
Advertising 762.06 6,915.12 7,938.51 ‘pal s 
certific: 


Net income (Exhibit I) ........ 


= 
resignato 
Professor 
mittee 
personal 
udgmen 
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$ 6,980.80 ‘ 


REPORT OF THE FINANCE COMMITTEE 


The personnel of the Finance Committee was changed during the year by the 
ssignation of Professor F. S, Deibler and the appointment of his successor, 

professor James Washington Bell. Professor Deibler had served on the Com- 
nittee since its creation, April 11, 1925, and the Chairman makes it a point of 
personal privilege to include in this report his acknowledgment of Dr. Deibler’s 
pigment, courage, unfailing sense of humor and spirit of co-operation through- 

ta period when it was not always easy to know precisely what to do with the 
svestment account of the Association. Dr. Deibler’s successor, Professor Bell, 

was an unofficial observer at meetings of the Committee from time to time dur- 
ng the past year, and even before, and carries on officially with an understand- 
ag which greatly facilitates the management of the fund. Mr. C. C. Wells has 
ven most generously of his time and expert knowledge of the management 
if institutional accounts. 

In 1934, a small beginning in the way of purchasing common stocks was 
nade—none prior thereto. The ratio of stocks to the total portfolio, on the basis of 
st, was 67 per cent on December 12, 1936, the date of audit. A year ago, as 
shown in the annual report, there was a slightly smaller proportion of stocks. 
No preferred stocks are held and no changes have been made in the portfolio 
ance December 12. 

During the past year, in purchasing bonds, the procedure has been not to buy 
riple A ‘‘money rate bonds”’ but to buy either those with reasonable chance of ap- 

preciation to the call price or those which could be expected to move up before 
ine stocks below them were likely to show any great appreciation. Most of the 
tansfer of funds from bonds to stocks during the past two years was accomplished 
yy selling ‘‘money rate bonds” already in the portfolio, as they reached call price. 
During the year, the following securities were sold: 


Par Selling 
Bonds Rate Value Cost Price Profit Loss 
Chicago, Rock Island and Pa- 
ce Equip. Te. $1,000 $ 954.78 $ 812.10 $ $ 142.68 
North American Edison Com- 
ae Debentures “C” ....5 1,000 965.00 1,054.24 89.24 


Northern Pacific Railway 
_ Company Ref. and Imp. . .6 2,000 1,930.00 2,206.25 276.25 
Texas Power and Light Com- 
pany 1st and Ref. ....... 5 2,000 2,005.00 2,106.25 101.25 
Wisconsin Power and Light 
Company 1st and Ref. ....5 2,000 1,895.00 2,059.73 164.73 


Common Stocks 
first National Stores ....... 957.48 1,010.40 52.92 


5,887.97 10,856.73 4,968.76 


In relation to cost, a net gain of $5,510.47 was realized. During the year there 
vas a default on an equipment trust certificate—the first default in interest or prin- 
ipal since the Committee undertook the management of the account—and the 
‘tificate was sold at a small loss. 


Gypsum Com- 
any 
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The following securities were purchased: 


Bonds 
Chicago, Terre Haute and Southeastern Railway Company, Ist...... 
Gary Electric and Gas, 1st and Ext., “A” ........ccseecscewuaua 5 
Nevada-California Electric Company, Ist S. F. ...........00.0008 5 


Southern Railway Company, ist Cons. ............. 5 2,000 
Common Stocks 
Shares 
50 General American Transportation Corporation ............. 
50 Standard Oil Company of California ..................... 
The portfolio as of December 12, 1936, stood as follows: ~ = 
Bonds account 
Issue Rate Maturity Value Cost December — and prin 
12, 1936 ings. 
Alabama Power Company, Ist and 
1956 $1,000 $ 1,042.50 10234 $ 1,02750qmm Incom 
Chicago, Terre Haute South- per cent 
eastern Railway, 1st ares, 1960 1,000 972.83 87% 878.75 
Crown Willamette Paper Company, 
1951 1,000 1,005.75 1055% 1,056.25 
Erie Railroad Company, Ref. and 
5 1975 1,000 932.50 875% 876.25 
Gary Electric and Gas Company, Ist 
1944 2,000 1,920.40 10034 2,015.00 
Grand Trunk Western Railroad, ist.4 1950 2,000 1,855.45 10314 2,065.00 
Nevada-California [Electric Com- 
200.5: ..... rad 1956 2,000 1,895.40 98 1,960.00 
Pennsylvania Railroad Company, 
..444 1970 1,000 945.00 10614 1,065.00 
Southern Illinois and Missouri 
Bridge Company .. 4 1951 1,000 822.00 94 940.00 
Southern Railway Company, Ist 
eee 5 1994 2,000 2,070.40 11134 2,235.00 
Southern Pacific Company, 50-Year.414 1981 1,000 927.50 95 950.00 
West Texas Utilities Company, 1st 
5 1957 2,000 1,870.40 9714 1,950.00 
Total $16,260.13 $17,018.75 
Stocks 
arket 
Value 
Number of Close 
Issue Class “shares Cost necember 
12, 1936 
Chesapeake and Ohio Railroad Com- 
.... Common 25 $ 1,309.07 6714 §$ 1,687.50 
General American Transportation Cor- 
poration ......... 50 3,084.30 75 3,750.00 
General Electric Company 100 2,738.19 5114 5,150.00 
General Motors Corporation " 50 2,057.47 683% 3,418.75 
Glidden Company ..... 72 2,370.72 4034 2,953.50 
Kroger Grocery and Baking Corpora- a 


Liggett anc 

_Par link Belt 

Value “ast Mac 

$1,000 $ cn 

2,000 1,920.49 


Liggett and Myers Tobacco Company. . 
link Belt Company ............04. Common 50 
\esta Machine Company ........... 2s 50 


1C. Penney Company ............. oe 50 
Procter and Gamble Company ...... “ 50 
yandard Brands, Inc. .............. 50 
jandard Oil Gare of California. . 50 
inion Carbide and Carbon Company. . ” 50 


Wayne Pump Company ............ : 100 
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2,018.13 
2,524.15 
2,007.37 
2,878.28 
2,459.72 

888.15 
2,097.27 
2,867.88 
3,114.65 


$33,712.57 


106% 
5414 
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2,656.25 
2,725.00 
3,200.00 
5,050.00 
2,725.00 

787.50 
2,043.75 
5,181.25 
3,500.00 


$45,972.25 


The present list of securities, at the lower of market or cost, amounts to 
$48,764, compared with a total of $42,495 a year ago. The liquidating value, 
is of December 12, was $62,991. The initial fund was $24,661. During the years 
1925-36, transfers to the investment account from surplus funds of the Associa- 
tion amounted to $20,194.50 and during the same period the Association received 
$20,802.61 in income from the account. So, on the basis of market value, the 
count can be considered as derived from three sources: the initial fund, re- 


¢ WM invested earnings of the account which total something less than the original fund, 

- ind principal appreciation in an amount somewhat less than the reinvested earn- 
ings. 

159 re from investments in 1936 amounted to $2,399.40, or a return of 6.1 

_ §@ pcr cent on the total cost of the securities as of December 12. 

75 Respectfully submitted, 

55 C. H. CRENNAN, Chairman 

C. C. WELLs 
J. W. Bet 
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It is hoped that the Committee may be discharged on the presentation of thi 
report. 


REPORT OF THE COMMITTEE ON BETTER RE] 


GOVERNMENT PERSONNEL 


The Committee has considered a number of possibilities: The ( 
1. The preparation of a summary of the Report on Better Government Perma °°" 
nel, prepared by the Institute of Public Administration, New York (; ment, M 
Such summaries were prepared by several of the other associations and it the Am 
not deemed, in view of these summaries and other articles, that another terested 
mary would be of great value. and ind 
. The organization of a session at the annual meetings. The Committee informa 
arranged for a session on Tuesday afternoon, December 29, 1936, on and con 
“Improvement of Personnel in the Technical Services of the Federal recital 
ernment.” This will be a joint session of the American Economic made a 
tion, the American Statistical Association, and the American Farm Econo the obj 
Association. Professor William E. Mosher, of the School of Citizenshi Snabesie 
University of Syracuse, will present a critique of the personnel policy of The 
federal government respecting professional positions in the social scienc “— 
Professor Leonard White, a member of the Civil Service Commission, wi of ap 
discuss ‘‘New Opportunities for Economists and Statisticians in Fede ane t 
Employment.” Dr. Isador Lubin, Commissioner of Labor Statistics, wi capacit 
discuss “Government Employment as a Professional Research Career i sugges 
Economics.” — 


. Methods by which the Association might render assistance to the Ci 
Service Commission. The Committee considered the possibility of maki 
information respecting the Association’s membership available to the Co 
mission for the announcement of examinations and of using the membe 
ship to interest graduate students in government work, The Committee al 
considered the possibility of the use of members of the Association in 
advisory capacity in connectiom ‘ith the rating of civil service examinatio 
It is felt by the Committee that some co-operation is both possible an 
desirable at the present time; that a larger measure of co-operation would 
possible if a full time secretaryship for the Association were established. Thi 
would facilitate the development of a classified mailing list and might m 
it possible for the Secretary of the Association to assume the burden of su 
gesting members from time to time who could help the Commission in co 
nection either with the advertising or rating of examinations. 


Morris A. COPELAND, Chairman 
MEREDITH B. GIVENS 
WILLARD L. THORP 
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REPORT ON THE ACTIVITIES OF THE JOINT COMMITTEE 
ON STATISTICS AND INCOME 


The Committee of Three recommended to, and appointed by, the American 
Economic Association in December, 1934 (American Economic Review, Supple- 
ment, March, 1935, p. 198) has been co-operating with a similar committee from 
the American Statistical Association and with persons in the Treasury most in- 
terested in the reconstruction and progressive improvement of the corporation 
and individual federal income tax returns, for the purpose of acquiring more 
information of significance to economists. Through the media of correspondence 
and conference, definite gains have been made during the year 1936. A tedious 
recital of the various proposals reviewed and of the detailed recommendations 
made and accepted would not be desirable in this report. Within a few years, 
the objectives sought and the results obtained will be revealed in the annual 
Statistics of Income publication of the Bureau of Internal Revenue. 

The Joint Committee, thus constituted, has been operating as a unified and 
continuing group, with W. L. Crum as chairman and F. F. Stephan as secretary 
of its 1936 meeting. Doubtless the American Economic Association will recog- 
nize the desirability of maintaining such a permanent group to act in an advisory 
capacity to the Treasury, to make recurring studies of the problem, and to analyze 
suggestions that may arise within the Committee or be conveyed to it by other 
economists and statisticians. 


Respectfully submitted, 
J. F. EBERSOLE, Chairman 
RALPH C. EPSTEIN 
ROBERT Murray HAIG 


Cit 
it w, 
sunt 
ee 
th 
Go 
no 
nship 
of 
ence 
, Wi 
oder. 
Wi 
er | 
Cin 
akin 
Co 
al 
in 
10N 
ang 
ld 
Thi 
nak 
sus 
con 
thi 


REPORT OF THE JOINT CENSUS ADVISORY COMMITTEE 


The only meeting of the Joint Census Advisory Committee in the year 1936 was 
held at Washington on November 13 and 14. All members of the Committee 
were present with the exception of W. F. Ogburn, who had been appointed to 
fill the vacancy created by the resignation of E. E. Day, but was in Europe at the 
time of this meeting. R. E. Chaddock was elected temporary chairman. 

The first day of the meeting was devoted mainly to acquainting the Committee 
with the progress and condition of work in the various divisions of the Bureav. 
This included a visit to the machine shop and an opportunity to see the latest 
improvements in the Bureau's tabulating and photostating equipment. 

Of special interest to the Committee was the report of what had been done in 
regard to estimating population. It will be remembered that at the last previ- 
ous meeting of the Committee, held in November, 1935, a resolution was 
adopted recommending that the Bureau should continue to accept the respon- 
sibility for making estimates covering individual cities having 10,000 or more 
inhabitants, counties or groups of counties, the rural population of states, and 
the population of cities of 2,500 to 10,000 in each state as a group—recommenda- 
tions which closely followed those previously adopted by the Special Advisory 
Committee on Vital Statistics in conference with representatives of the Popula- 
tion Association of America. It is generally recognized that the methods of es- 
timating formerly used can no longer be applied. For the country as a whole sat- 
isfactory estimates can be made on the basis of registered births and deaths and 
immigration data ; and fairly satisfactory estimates for states have been made based 
mainly on school enrollment figures. Some progress was being made on estimat- 
ing for cities when the work was interrupted by the loss of three expert assistants 
who, one after the other, left the Bureau to accept more attractive positions else- 
where. The Bureau had not found it possible to replace them, and had no funds 
that could be applied to this work. The general conviction was that no satisfac- 
tory solution of this problem of making estimates is possible until there is a 
quinquennial census of population. 


The following resolutions embody the views and conclusions of the Committee: 


WHEREAS, Estimates of population are necessary for the computation of birth rates, 
death rates, and other rates or per capita figures; and 


WHEREAS, Without such rates the annual compilations of data relating to births, deaths, 
prisoners, the insane or mentally diseased in institutions, criminal court cases, taxation, 
public debts, revenues, and expenditures, and other compilations which are being made by 
the Bureau of the Census under authorization of Congress, lose much of their value; and 

WHEREAS, The Bureau of the Census has always found itself unable to make fairly 
satisfactory estimates for more than six or seven years after the last preceding census; be it 

Resolved, That the Committee strongly recommends a five-year census of population; 
and also recommends that the Bureau of the Census seek suffic! t funds to enable it to 
carry on research and experiments in estimating population with < v1ew to devising methods 
more saiisfuctory than any hitherto used. 


The Director of the Census outlined the plans that were being made for taking 
the Sixteenth Decennial Census in 1940 and submitted the tentative draft of a 
bill prepared within the Bureau covering that census and providing also for 
a quinquennial census of business and a quinquennial (or possibly biennial) 
census of manufactures, with annual compilations of data bridging the intervals 
between censuses. After some discussion the Committee concluded that they 


could not do better than to reaffirm the resolution adopted at the previous meet- 
ing of the Committee, which is as follows: 
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Resolved, That the Committee favors a quinquennial census covering population, agri- 
alture, and such other related subjects as it may be desirable to include, scheduled for the 
years ending in “0” and ‘‘5’’; also a quinquennial census of manufactures, mines and 
quarries, power units, communication, transportation agencies, trade, and services for the 
vears ending in “2” and “7”; also the plan of making such annual compilations as will 
oreserve the continuity of the data obtained in the quinquennial censuses and administer 
to the needs of other governmental and private agencies by the more frequent reporting 
of some of the basic data. 

The Director stressed the importance of making adequate preparations for 
the decennial census of 1940 and of beginning the preparations without delay, 
stating that in the past they were not begun early enough, the result being that 
the Bureau found itself not fully prepared when the date of the census arrived. 
In that connection he asked the Committee for an expression of views regarding 
the project for a census of unemployment to be taken this coming year. The 
prevailing opinion was that such a census was not to be recommended, that it 
would not yield data of any practical value in relation to unemployment relief, 
and that owing to the difficulty and uncertainty in defining unemployment the 
data secured would be at variance with other measures of unemployment and 
would therefore result in a mew source of confusion. The information really 
needed, it was contended, could best be secured in connection with a census of 
population containing detailed data regarding occupations and employment status. 
The Committee realizing that information of this kind was needed for relief 
work and in carrying out the social security legislation, believed that it should 


be included in the population schedule of 1940, but felt that any special census 
of population taken before that time would seriously interfere with or forestall 
the regular decennial census. The views of the Committee were summarized in the 
following resolution: 


WHEREAS, Various undertakings by federal, state, and local governments in the fields of 
unemployment relief and social security demand detailed data concerning occupations and 
employment status obtainable only in connection with a census of population; and 

WHEREAS, A census of population taken prior to 1940 would seriously interfere with, 
even if it did not preclude the taking of the regular decennial census of 1940; and 

WHEREAS, This Committee believes that a census of unemployment would not yield 
any data of practical use; be it 

Resolved, That this Committee is of the opinion that additional data needed in relation to 
occupations and employment should be included in the decennial census of 1940; and that 
no census of unemployment or of population and unemployment should be undertaken 
prior to the regular decennial census. 

The Committee was introduced to the new Chief Statistician for Financial 
Statistics of Cities, C. E. Rightor, who outlined briefly the situation in that branch 
of the Bureau’s work. There was not time for anything like adequate considera- 
tion of this subject, but the Committee without hesitation adopted a resolution 
recommending that the collection of financial statistics for cities be extended 
to cover, as it did formerly, all cities of over 30,000; and that the collection 
of financial statistics of states, discontinued in 1933, be resumed. 

ROBERT E. CHADDOCK 

Temporary Chairman \ Representing the American 
PAUL T. CHERINGTON Statistical Association 
WILLFoRD I. KING 


GEORGE E. BARNETT | Representing the American 
LEO WOLMAN Economic Association 
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REPORT OF ACTIVITIES OF THE SOCIAL SCIENCE RESEARCH 
COUNCIL 1935-36 


The Council has promoted research during the past year along two line, 
In the first place it has financed directly certain research projects, In the second 
place it has aided by advice and planning the research of other agencies and 
individuals without the grant of financial aid. 

Among the activities financed by the Council during 1935-36 is the develop. 
ment of research personnel. Predoctoral fellowships, open to candidates entering 
on graduate study, were granted, in the amount of $12,200; seven renewals and 
eight new appointments were made for 1936-37; twenty-four predoctoral field 
fellowships, in the amount of $39,700; and thirteen postdoctoral fellowships in 
the amount of $40,500. Special graduate training courses in agricultural economics 
and rural sociology (Washington, D.C.) were offered with course enrollments 
numbering ninety-one. 

With respect to improvement and dissemination of research materials a Manud 
on Methods of Reproducing Research Materials has been prepared and is now in 
press. 

In the field of research projects a study of population redistribution in the 
United States has been completed, published in one volume and four monographs. 
Other research projects include the final revision of a study of the measurement 
and growth of capital in the post-War period, and prosecution of a study of 
real estate financing—sections of a broad study of banking and credit in rela- 
tion to economic stability. Studies have been initiated relating to social security 
legislation involving agencies and personnel in the field, federal relief experi- 
ence during the depression, unemployment relief practices and policies in the 
state of New Jersey, veterans pensions in relation to old age security programs, 
financial experience of governmental old age pension systems in other countries, 
the co-ordination of administration of the social insurances in other countries, 
the composition of the labor market, regional labor markets, analysis of the 
administrative policies and practices of the Federal Social Security Board, the 
administration of public employment offices, unemployment insurance, and old 
age assistance, federal-state administrative relations, and the administration of 
grants-in-aid to local authorities in England. The study of the Works Progress 
Administrtion and related programs has been continued, and the study of the 
“label” codes under the National Recovery Act has been completed. 

Forty-eight grants-in-aid to scholars of proved competence were made to assist 
in the completion of research of special signficance, in the amount of $22,100. 

With respect to the planning and promotion of research unaided by financial 
grants the following activities may be noted: (1) the promotion of conference 
and co-operation among university social science research organizations and 
among students of different sciences in geographical areas or in particular fields 
of inquiry; (2) advice to various agencies on organization, procedure, personnel 
and research programs; (3) participation with the National Research Council 
and the American Council on Education in (a) a technical advisory committee 
on research to the National Resources Committee, and (b) a committee of review 
of the Laboratory of Anthropology at Santa Fé, New Mexico; (4) the study of 
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qualifications of a selected group of applicants for entrance to graduate schools ; 
(5) the planning of nation-wide inventory of archives, manuscripts, and general 
historical materials, and for the reproduction, indexing, and digesting of ma- 
terials; (6) the planning of studies in the field of social security; (7) the 
planning of studies in the field of public administration; (8) the planning by 
committees of continuous development of existing nuclei of knowledge around 
selected points; (9) the planning of studies of the social effects of economic 
depression; (10) survey of research in the field of forest economics; (11) and 
the planning of studies on the rdle of freedom of inquiry and utterance in society. 
During the past year there has been a continuation of the support of the 

operations of the Council by the Carnegie Corporation of New York, the General 
Education Board, the Rockefeller Foundation, the Julius Rosenwald Fund, and 
the Russell Sage Foundation. New grants made to the Council in 1935-36 totalled 
$319,250; of which $150,000 was for fellowships; $25,000 for national grants- 
in-aid; $10,000 for Southern grants-in-aid; $18,750 for general administration ; 
$80,000 for studies of administrative aspects of social security; $20,000 for a 
study of administrative aspects of the Tennessee Valley Authority; and $15,500 
for regional studies of the labor market. 

ALVIN H. HANSEN 

SUMNER H. SLICHTER 

FRANK H. KNIGHT 
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PUBLICATIONS 


OF THE 


AMERICAN ECONOMIC ASSOCIATION 


1937 


FIRST SERIES 


Numbers starred are sold only with the sets; the supply of those double starred is 
exhausted. For information apply to the Secretary. 


Volume I, 1886 
Price in paper 


1. Report of Organization of the American Economic Association. Pp. 46. $ .50 
2-3, ** Relation of the Modern Municipality to the Gas Supply. By E. J. James. 

Pp. 66. 
4. Co-operation in a Western City. By Albert Shaw. Pp. 106. .75 
5. ** Co-operation in New England. By E. W. Bemis. Pp. 136. .75 
6. ** Relation of the State to Industrial Action. By H. C. Adams. Pp. 85. 75 

Volume II, 1887 

. Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. 75 
2. Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. Pp. 

106. -75 
3. The Railway Question. By Edmund J. James. Pp. 68. mb, 
4. Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. .75 
5. ** Medieval Guilds of England. By E. R. A. Seligman. Pp. 113. 75 
6. Relation of Modern Municipalities to Quasi-Public Works. By H. C. Adams 

and others. Pp. 87. 75 


Volume III, 1888 
1. Statistics in College, by C. D. Wright; Sociology and Political Economy, F. H. 


Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. .75 
2. Capital and Its Earnings. By John B. Clark. Pp. 69. 75 
3. The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 

Valley, by E. W. Bemis; Report of the Second Annual Meeting. Pp. 86. 75 
4-5. ** Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 75 


Volume IV, 1889 


1. Contributions to the Wages Question: The Theory of Wages, by Stuart Wood; 
Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 69. 75 
2. Socialism in England. By Sidney Webb. Pp. 73. 75 
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3. Road Legislation for the American State. By J. W. Jenks. Pp. 83. $ 75 
4. Third Annual Meeting: Report of the Proceedings. Pp. 123. 75 
5. ** Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 
Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. 38 
6. An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 50 Eight 
The T 
Volume V, 1890 
1. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 1.00 2 The q 
2. Two Essays on Child-Labor. By W. F. Willoughby and Clare de Graffenried, ; 
Pp. 150. 5 
3-4. Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. 1.00 ct 
5. History of the New York Property Tax. By J. C. Schwab. Pp. 108. 1.00 ] 
6. Educational Value of Political Economy. By S. N. Patten Pp. 36. 75 _ The 
Volume VI, 1891 
1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 1.00 Nint 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. 75 Econd 
4-5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 185. 1,00 = ( 
6. State Railroad Commissions. By F. C. Clark. Pp. 110. 75 hens 
Volume VII, 1892 A Di 
1, ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118 75 Dens 
2-3. ** Shifting and Incident of Taxation. By E. R. A. Seligman. Pp. 424. (Re- 
vised. ) 2.00 
4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 1.00 
6. The Reciprocity Treaty with Canada of 1854, By F. E. Haynes. Pp. 70. 75 a 
en 
Volume VIII, 1893 — 
1. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 75 a 
2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 1.00 ‘ H = 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 1.00 b The 
6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 1.00 6. The 
Volume IX, 1894 
Sixth Annual Meeting: Handbook and Report. Pp. 73. ? 50 Eley 
1-2. ** Progressive Taxation in Theory and Practice. By Edwin R. A. Seligman. 1. 1. Ee 
Pp. 222. (See 1908, No. 4.) 1.00 
3. ** The Theory of Transportation. By C. H. Cooley. Pp. 148. 75 2, Pers 
4. Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 75 3. Ecor 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, A. T. 45._ TI 
Hadley, and J. G. Brooks. Pp. 94. 75 6. Effe 
Volume X, 1895 
Seventh Annual Meeting: Handbook and Report. Pp. 138. 50 
1-3, ** The Canadian Banking System, 1817-1890. By R. M. Breckenridge. Pp. 478. 1.50 
4. Poor Laws of Massachusetts and New York. By John Cummings. Pp. 136. 75 . oe 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. Pp. 2. Sco 
204. (In cloth, only.) 1.75 
Volume XI, 1896 
Not! 
1-3. ** Race Traits and Tendencies of the American Negro. By F. L. Hoffman. bimont) 
Pp. 330. te 1.25 interval 
4. Appreciation and Interest. By Irving Fisher. Pp. 110. 75 Series” 


* General Index to Volumes I-XI. (1886-1896.) .25 Pr 
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ECONOMIC STUDIES 
($2.50 per volume) 


5 Volume I, 1896 
; Eighth Annual Meeting: Handbook and Report. Pp. 178. $ .50 
The Theory of Economic Progress, by J. B. Clark; The Relation of Changes in 
the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 46. -50 
> The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by H. R. 
0 Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate System, by F. W. 
Taylor. Pp. 83. .50 
j ;, ** The Populist Movement. By Frank L. McVey. Pp. 81. 50 
' 4, The Pg Monetary Situation. By W. Lexis; translated by John Cummings. 
p. 72. .50 
j 5.6. The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. .75 
Volume II, 1897 
) Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 
; |, Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 50 
) 2. The Saloon Question in Chicago. By John E. George. Pp. 62. 50 
5 3, The General Property Tax in California. By C. C. Plehn. Pp. 88. 50 
{ Area and Population of the United States at the Eleventh Census. By W. F. Will- 
cox. Pp. 60. 50 
_ A Discussion Concerning the Currencies of the British Plantations in America, 
etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. 50 
Density and Distribution of Population in the United States at the Eleventh Census. 
By W. F. Willcox. Pp. 79. 50 
Volume III, 1898 
Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 
|, Government by Injunction. By William H. Dunbar. Pp. 44. 50 
2. Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. .50 
7 3. The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 30 
. The American Federation of Labor. By Morton A. Aldrich. Pp. 54. .50 
| . Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 50 
| The State Purchase of Railways in Switzerland. By Horace Michelie; translated 
by John Cummings. Pp. 72. 50 
Volume IV, 1899 
Eleventh Annual Meeting: Handbook and Report. Pp. 126. 50 
1. I. Economics and Politics. By A. T. Hadley. II. Report on Currency Reform. III. 
Report on the Twelfth Census. Pp. 70. 50 
2, Personal Competition. By Charles H. Cooley. Pp. 104. 50 
3. Economics as a School Study. By F. R. Clow. Pp. 72. 50 
5. The English Income Tax. By J. A. Hill. Pp. 162. 1.00 
6. Effects of Recent Changes in Monetary Standards upon the Distribution of Wealth. 
By F. S. Kinder. Pp. 91. 50 
NEW SERIES 
1. ** The Cotton Industry. By M. B. Hammond. Pp. 382. 1.50 
2. Scope and Method of the Twelfth Census. Critical discussion by over twenty sta- 
tistical experts. Pp. 625. 2.00 


THIRD SERIES 


NotE—Dauring 1896-1899 the Association issued its publication in two series, viz., the 
rimonthly Economic Studies, and the "New Series” of larger monographs printed at irregular 
imervals. In 1900 it reverted to the policy of issuing its monographs, now called the “Third 
Series” of the publications at quarterly intervals. 

Price per volume, $4.00. 


| 
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Volume I, 1900 


Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 
Trusts; Railroad Problems; Public Finance; Consumers’ League; T: 


Census. Pp. 186. $1.00 


The End of Villeinage in England. By T. W. Page. Pp. 99. 

Essays in Colonial Finance. By Members of the Association. Pp. 303. 

Currency and Banking in the Province of Massachusetts Bay. By A. McF. Davis. 
Part I: Currency. Pp. 464 + 91 photogravure plates. 


Volume II, 1901 


** Thirteenth Annual Meeting: Papers on Competition; Commercial Education; 
Economic Theory; Taxation of Quasi-public Corporations; Municipal Ac- 
counts. Pp. 300. 

Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341 + 18 
photogravure plates. 

** Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 132. 

Administration of City Finances in the U.S. By F. R. Clow. Pp. 144, 


Volume III, 1902 


Fourteenth Annual Meeting: Papers on International Trade; Industrial Policy; 
Public Finance; Protective Tariff; Negro Problem; Arbitration of Labor 
Disputes in Coal Mining Industry; Porto Rican Finance; Economic History. 
Pp. 400. 

** The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 

Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 

** Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 


Volume IV, 1903 


Fifteenth Annual Meeting: Papers and Discussions on Economic and Social Prog- 
ress; Trade Unions and the Open Shop; Railway Regulation; Theory of 
Wages; Theory of Rent; Oriental Currency Problem. Pp. 298. 

Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 

History of Contract Labor in the Hawaiian Islands. By Katharine Coman. Pp. 74. 

** The Income Tax in the Commonwealth of the United States. By Delos O. Kins- 
man. Pp. 134. 


Volume V, 1904 


Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 

Part I—Papers and Discussions on Southern Agricultural and Industrial Prob- 
lems; Social Aspects of Economic Law; Relations between Rent and In- 
terest. Pp. 240. 

Part II—Papers and Discussions on The Management of the Surplus Reserve; 
Theory of Loan Credit in Relation to Corporation Economics; State Taxa- 
tion of Interstate Commerce; Trusts; Theory of Social Causation. Pp. 203. 

Monopolistic Combinations in the German Coal Industry. By Francis Walker. 
Pp. 340. 

id The Influence of Farm Machinery on Production and Labor. By Hadley Win- 
field Quaintance. Pp. 110. 


Volume VI, 1905 


Seventeenth Annual Meeting. Papers and Proceedings published in two parts. 

Part I—Papers and Discussions on the Doctrine of Free Trade; Theory of Prices; 
Theory of Money; Open Shop or Closed Shop. Pp. 226. 

Part II—Papers and Discussions on Government Interference with Industrial 
Combinations; Regulation of Railway Rates; Taxation of Railways; Pref- 
erential Tariffs and Reciprocity; Inclosure Movement; Economic History of 
the United States. Pp. 270. 

** The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 

Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 
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Volume VII, 1906 
Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth and 
the Public Service; Theory of Distribution; Government Regulation of Rail- 
way Rates; Municipal Ownership; Labor Disputes; The Economic Future of 
the Negro. Pp. 325. $1.00 
>) Railroad Rate Control. By H. S. Smalley. Pp. 147. 1.00 
; On Collective Phenomena and the Scientific Value of Statistical Data. By E. G. F. 
Gryzanovski. Pp. 48. 75 
Handbook of the Association, 1906. Pp. 48. 25 
4. The Taxation of the Gross Receipts of Railways in Wisconsin. By G. E. Snider. 
Pp. 138. 1.00 


Volume VIII, 1907 


|, Nineteenth Annual Meeting: Papers and Discussions on Modern Standards of 
Business Honor; Wages as Determined by Arbitration; Commercial Edu- 
cation; Money and Banking; Western Civilization and Birth Rate; Economic 
History; Government Regulation of Insurance; Trusts and Tariff; Child 
Labor. Pp. 268. 

2. Historical Sketch of the Finances and Financial Policy of Massachusetts from 1780 
to 1905. By C. J. Bullock. Pp. 144. 

Handbook of the Association, 1907. Pp. 50. 
3, The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 
{ The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 


Volume IX, 1908 


Handbook of the Association, 1908. Pp. 49. 

|. Twentieth Annual Meeting: Papers and Discussions on Principles of Government 
Control of Business; Are Savings Income; Agricultural Economics; Money 
and Banking; Agreements in Political Economy; Labor Legislation; Relation 
of the Federal Treasury to the Money Market; Public Service Commissions. 
Pp. 311. 

2. Chicago Traction. By R. E. Heilman. Pp. 131. 

’. Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 

4, ** Progressive Taxation in Theory and Practice. Revised Edition. By E. R. A. 
Seligman. Pp. 334. 

Volume X, 1909 

1. Twenty-first Annual Meeting: Papers and Discussions on The Making of Economic 
Literature; Collective Bargaining; Round Table on Accounting; Labor Legis- 
lation; Employers’ Liability; Canadian Industrial-Disputes Act; Modern In- 
dustry and Family Life; Agricultural Economics; Transportation; Revision 
of the Tariff; A Central Bank; The National Monetary Commission; Cap- 
italization of Public Service Corporations in Massachusetts. Pp. 432. 

2. Handbook of the Association, 1909. Pp. 59. 

3, ** The Printers. By George E. Barnett. Pp. 379. 

1. Life Insurance Reform in New York. By W. H. Price. Pp. 95. 


Volume XI, 1910 


|. Twenty-second Annual Meeting: Papers and Discussions on History of the Asso- 
ciation; Observation in Economics; Economic Dynamics; Theory of Wages; 
Country Life; Valuation of Public Service Corporations; Trusts; Taxation. 
Pp. 386. 

2. ** Handbook of the Association, 1910. Pp. 79. 

3. The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 

4. The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 


THE ECONOMIC BULLETIN 


1.00 
1.00 


1.00 
1.00 


1.50 
1.50 


1.50 

25 
1.25 
1.00 


Published quarterly in 1908, 1909, and 1910, and containing personal notes, news of 
the economic world, announcements of special lines of investigation, and a classified and 


annotated bibliography of the current books and articles on economic subjects. 


Volume I, 1908. Four numbers. $2.00; each .60 
Volume II, 1909. Four numbers. $2.00; each .60 
Volume III, 1910. Four numbers. $2.00; each .60 
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FOURTH SERIES 
Subscriptions by non-members, libraries, etc., $5.00 @ year. | 


Volume I, 1911 


The American Economic Review, ** March, June, September, and December; each, $1, 
Twenty-third Annual Meeting: 
Papers and Discussions on the Significance of a Comprehensive 
of Education; Money and Prices; The Ricardo Centenary; poamaerstle 
and Railways; Population and Immigration; Labor Legislation; Taxation; 
A Definition of Socialism; Competition in the Fur Trade. Pp. 388. LS The Ame 
** Handbook of the Association, 1911. 2 Suppleme 


Volume II, 1912 


The American Economic Review, March, June, September, and December; each, 1.0 
Supplement—Twenty-fourth Annual Meeting: 

Papers and Proceedings. The Economic Utilization of History; Tariff Legis 

lation; The Federal Budget; Rural Conditions; Selection of Population by 

Migration; The Price Concept; An International Commission on the Cost 

of Living; Industrial Efficiency. Pp. 146. 1.29 The Am 

** Supp 
Volume III, 1913 

The American Economic Review, March, June, ** September, and ** December; each, 1.2 
Supplement.—Twenty-fifth Annual Meeting: 

Papers and Proceedings. Population or Prosperity; The Rising Cost of Living 

—Standardizing the Dollar; Banking Relate: Theories of Distribution; 


Farm Management; Governmental Price Regulation. Pp. 155. 12 
Supplement.—Handbook of the Association, 1913. 50 
Volume IV, 1914 a 
The American Economic Review, March, June, September, and December; each, 1.25 Supeees 
Supplement.—Twenty-sixth Annual Meeting: 
Papers and Proceedings. The Increasing Governmental Control of Economic 
Life; The Control of Public Utilities; Railroad Rate Making; Syndicalism; The Ai 


Trust Decisions and Business. Pp. 211. 1.25 ** Sup 
Supplement.—Handbook of the Association, 1914. 7 


Volume V, 1915 
The American Economic Review, March, June, September, and ** December; each, 1.25 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the Stock 


Supple 
Exchanges; Market Distribution; Statistical Work of the United States UPP 
Government; Relation of Education to Industrial Efficiency; The Effect of 
Income and Inheritance Taxes on the Distribution of Wealth; Public Regu- 
lation of Wages. 1.25 The J 
Volume VI, 1916 Suppl 
The American Economic Review, ** March, ** June, September, and ** mene ™ 
each, 1. 
** Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. The Apportionment of Representatives; Effect of Suppl 
the War on Foreign Trade; Budget Making and the Increased Cost of 
Government; Economic Costs of War; Economic Theorizing and Scientific 
Progress; The R6le of Money in Economic Theory; Price Maintenance; 
Investment of Foreign Capital. Pp. 248. 1.25 The 
Supplement.—Handbook of the Association, 1916. 7 Supp 


Volume VII, 1917 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Twenty-ninth Annual Meeting: 


Supp 


| 
| 
| 
iy 


Publications of the American Economic Association 


Papers and Proceedings. The National Point of View in Economics; Landed 

Property; Two Dimensions of Economic Productivity; Some Social Surveys 

in Iowa; The Land Problem and Rural Welfare; The Federal Farm Loan 

Act; Statistics of the Concentration of Wealth; Gold Supply at the Close 

of the War; Loans and Taxes in War Finance; Problems of Population 

after the War; Some Phases of the Minimum Wage. Pp. 275. $1.25 
Supplement—Index to the Publications, 1886-1910. 35 


Volume VIII, 1918 


The American Economic Review, March, June, September, and ** December; each, 1.25 
Supplement—Thirtieth Annual Meeting: 

Papers and Proceedings. Economic Reconstruction; Federal Taxes upon In- 

come and Excess Profits; Land Utilization and Colonization; Federal Valua- 

tion of Railroads; Co-ordination of Employment Bureaus; Control of the 

Acquisition of Wealth; Motives in Economic Life; Price-Fixing; Problems 

of Governmental Efficiency; Economic Alliances and Tariff Adjustments. 

Pp. 317. 

Volume IX, 1919 


The American Economic Review, ** March, June, September, and December; each, 

** Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service; Interest on Investment 
a Manufacturing Cost Factor; Control of Marketing Methods and Costs; 
War and the Supply of Capital; War and the Rate of Interest; Index of the 
Cost of Living; Securing the Initiative of the Workman; A Legal Dismissal 
Wage; After-War Gold Policies; Foreign Exchange; Stabilizing the Dollar; 
Tenancy of Landed Property; Price-Fixing; Economic Theory in an Era of 
Readjustment; Psychology and Economics; The Open Door and Colonial 
Policy; Reports of Committees on Foreign Trade and Purchasing Power of 
Money. Pp. 368. 

** Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 

Supplement No. 3.—Handbook of the Association, 1919. 


Volume X, 1920 


The American Economic Review, ** March, June, September, and December; each, 

** Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany's Reparation Pay- 
ments; International Supervision over Foreign Investments; Results of a 
Balanced Industrial System; Employee’s Representation in Management of 
Industry; Prices and Reconstruction; Banking Policy and Prices; Large- 
Scale Marketing; Reports of Committees on Foreign Trade, Co-ordination 
in Taxation, Census Advisory Committee. Pp. 278. 

Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 


Volume XI, 1921 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade Balance; 
Problems of the Bituminous Coal Industry; Traditional Economic Theory; 
Non-Euclidean Economics; Federal Taxation of Profits and Income; Teaching 
of Elementary Economics. Pp. 194. 

Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 118. 


Volume XII, 1922 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; The 
Railroads; Workmen's Compensation; Federation in Central America; 
Teaching of Elementary Economics; The Chain Store Grocer; Economics 
and Ethics. Pp. 194. 

Supplement No. 2.—Handbook of the Association, 1922. 
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Volume XIII, 1923 


The American Economic Review, March, June, September, and December; each, $1.25 


Supplement.—Thirty-fifth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest and 
Investment; Outlook for Wages and Employment; Overhead Costs; Com. 
mercial Rent and Profits; Labor Turnover; Factors in Wage Determinations; 
Income of Farmers; Large-Scale Production and Merchandising; Marketing 
Farm Products; Bureaus of Business Research. Pp. 293. 


Volume XIV, 1924 
The American Economic Review, ** March, ** June, September, and December; each, 
Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commercial Policy; Rail- 
road Consolidation; Economic Theory; Transportation; American Foreign 
Trade; Marketing. Pp. 192. 
Supplement No. 2.—Handbook of the Association, 1924. 


Volume XV, 1925 
The American Economic Review, March, June, September, and December; each, 
Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of Eco- 
nomic Theory; Transportation; Marketing; Giant Power; The Teaching of 
Business and Economics; Business Administration; Monetary Stabilization; 
Foreign Service Training; Highway Economics; Psychological Problems of 
Industry. Pp. 165. 
** Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. Pp. 22. 


Volume XVI, 1926 

The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Economics; 
Consuming Power of Labor and Business Fluctuations; Economic Problems 
Involved in the Payment of International Debts; Economics and Geography; 
Agriculture in our National Policy; Tariff Making; Trade Associations; 
Theory of Wages; Reducing the Costs of Marketing; Topics in Economic 
History; Railway Problems; Land Economics; Federal Reserve Policies. 
Pp. 353. 

Supplement No. 2.—Handbook of the Association, 1926. 


Volume XVII, 1927 

The American Economic Review, March, June, September, and December; each, 

** Supplement.—Thirty-ninth Annual Meeting: 
Papers and Proceedings. Economics of Prohibition; Economic History; Use 
of the Quantitative Method in the Study of Economic Theory; Present-Day 
Corporation Problems; American Practices Analogous to Foreign Controls 
over Raw Materials; Marketing; Interest Theory and Price Movements; 
Problem of Effective Public Utility Regulation; Immigration Restriction— 
Economic Results and Prospects; Family Budgets; Motor Transportation in 
the United States. Pp. 218. 

Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates Clark. 
Pp. 18. 

Volume XVIII, 1928 

The American Economic Review, March, June, September, and December; each, 

Supplement.—Fortieth Annual Meeting: 
Papers and Proceedings. Land Economics; Marketing; Present Status and 
Future Prospects of Quantitative Economics; Post-War Fluctuations of Com- 
modity Prices; Relationship between Departments of Economics and Col- 
legiate Schools of Business; Economic History; Simplification of the Federal 
Income Tax; Economic Significance of the Increased Efficiency of American 
Industry; An Approach to the Law of Production and Its Relation to the 
Welfare of the Wage-Earner: Meaning of Valuation; Railroad Valuation 
with Special Reference to the O'Fallon Decision; Interest Rates as Factors in 
the Business Cycle; Should the Debt Settlements Be Revised; An Examination 
of the Reasons for Revision of the Debt Settlements. Pp. 305. 

Supplement No. 2.—Handbook of the Association, 1928. 
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Volume XIX, 1929 


1.25 The American Economic Review, March, June, September, and December; each, $1.25 
supplement.—Forty-first Annual Meeting: 

Papers and Proceedings. Market Shifts, Price Movements, and Employment; 
Some Observations on Unemployment Insurance; Marketing; Land Eco- 
nomics; Law and Economics; Price Stabilization; London and the Trade 
Cycle; Federal Reserve Policy and Brokers’ Loans; Central Planning of Pro- 

1.25 duction in Soviet Russia; International Differences in the Labor Movement; 
Tariff Making in the United States; Economic History; Locality Distribution 
of Industries ; Regulation of Electric Light and Power Utilities; An Inductive 


1.25 Study of Publicly Owned and Operated vs. Privately Owned but Regulated 
Public Utilities; Regulation of the Common Carrier; Commercial Motor 
Vehicle and the Public. Pp. 284. 1.25 
25 Volume XX, 1930 


1.50 
The American Economic Review, March, June, September, and December; each, 1.25 


Supplement.—Forty-second Annual Meeting: 
1.25 Papers and Proceedings. Economic History, Public Works Plau and Unem- 
ployment; Theory of Economic Dynamics as Related to Industrial Instability ; 
Chief Economic Problems of Mexico; Reparations Settlement and the Inter- 
national Flow of Capital; Federal Reserve Board—Its Problems and Policy; 
Economic and Social Consequences of Mechanization in Agriculture and 
Industry. Pp. 214. 1.25 


25 Volume XXI, 1931 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-third Annual Meeting: 

25 Papers and Proceedings. Decline of Laissez Faire; Small Loan Business; So- 

cial and Economic Aspects of Chain Stores; Russian Economic Situation; 
Trustification and Economic Theory; Persistence of the Merger Movement; 
Program of the Federal Farm Board; Social Implications of Restriction of 
Agricultural Output; Land Economics and Real Estate; Institutionalism— 
What It Is and What It Hopes to Become; An Approach to World Econom- 

ics; International Industrial Relations—Migration of Enterprise and Policies 
Affecting It; World-Wide Depression of 1930; Present Depression—A 


25 Tentative Diagnosis; Power and Propaganda; Failure of Electric Light and 

50 Power Regulation and Some Proposed Remedies. Pp. 302. 1.25 
Supplement No. 2.—Handbook of the Association, 1931. 2.00 

25 Volume XXII, 1932 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-fourth Annual Meeting: 
Papers and Proceedings. Private Enterprise in Economic History; Shorter 
Working Time and Unemployment; Quantative Economics; Theory of Tech- 
nological Progress and the Dislocation of Employment; Measurement of Pro- 
ductivity Changes and the Displacement of Labor; Stabilization of Business 


5 and Employment; Principle of Planning and the Institution of Laissez Faire; 
Institutional Economics; Elasticity of Demand as a Useful Marketing Con- 
<0 cept; Investments of Life Insurance Companies; Real Estate in the Business 


Cycle; Investments and National Policy of the United States in Latin Amer- 
ica; Recent Changes in the Character of Bank Liabilities and the Problem of 
Bank Reserves; Bank Failures in the United States; Transportation by Rail 
and Otherwise; Our Changing Transportation System. Pp. 306. 1.25 


Volume XXIII, 1933 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-fifth Annual Meeting: 
Papers and Proceedings. Rise of Monopoly in the United States; Record of 
Insurance in the Depression; Some Theoretical Aspects of Unemployment 
Reserves; The Economics of Unemployment Relief; American Economic 
Thought; Formation of Capital: Measurement and Relation to Economic In- 
5 stability ; Size of Business Unit as a Factor in Efficiency of Marketing; Reserve 


| 
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Bank Policy and Economic Planning; Federal Reserve Policy in World Mone- 
tary Chaos; Tariff Reform: The Case for Bargaining; Speculation in Subur- 
ban Lands; Real Estate Speculation and the Depression. Pp. 206. $1.25 


Supplement No. 2.—Handbook of the Association, 1933. 2.00 


Volume XXIV, 1934 


The American Economic Review, March, June, September, and December; each, 1.25 

** Supplement.—Forty-sixth Annual Meeting: 
Papers and Proceedings. The History of Recovery; Public Utilities in the 
Depression ; Imperfect Competition; Fundamentals of a National Transpor- 
tation Policy; Correlation of Rail and Highway Transportation; Marketing 
under Recovery Legislation; Economics of the Recovery Act; Measurement 
of Unemployment; Controlled Inflation; Banking Act of 1933—An Ap. 
praisal; Some Statistics on the Gold Situation; The Problem of Tax Delin- 
quency ; The Problem of Expanding Governmental Activities; The Economics 
of Public Works. Pp. 224. 


Volume XXV, 1935 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-seventh Annual Meeting: 
Papers and Proceedings. NRA Examined; Rate-making Problems of TVA; 
New Deal and the Teaching of Economics; Paths of Economic Change; 
Business Enterprise and the Organization of Production; Changes in the 


Character, Structure, and Conditions of Production; International Aspects of 
Problems of Production and Trade; International Movements of Capital ; Our 
Commercial Banking System; Aspects of Co-ordination and Finance; Some 
Lessons Drawn from European Experience; Nationalism; Security Regulation 
and Speculation ; Monetary Stabilization from an International Point of View; 
Monetary Stabilization from a National Point of View; Decentralization of 
Population and Industry; Co-ordination of State and Local Finance; Relief 


Aspects of the New Deal; Unified Program for the Unemployed. Pp. 240. 1.25 


Volume XXVI, 1936 


The American Economic Review, March, June, September, and December; each, 1.25 

Supplement.—Forty-eighth Annual Meeting: 
Papers and Proceedings. Some Distinguishing Characteristics of the Current 
Recovery; Price Theories and Market Realities; Notes on Inflexible Prices; 
Effect of the Depression upon Earnings and Prices of Regulated and Non- 
regulated Industries ; Size of Plants in Its Relation to Price Control and Price 
Flexibility; Requisites of Free Competition; Monopolistic Competition and 
Public Policy; Banking Act of 1935; Recent Legislation and the Banking 
Situation; Economic Aspects of an Integrated Social Security Program; 
Capital Formation; Trade Agreements Program and American Agriculture; 
Founding and Early History of the American Economic Association; Devel- 
opments in Economic Theory; Federal Revenue Act of 1935; Relations 
between Federal, State, and Local Finances; Equalization of Local Govern- 
ment Resources; Adjustment to Instability; Transportation Problems; Fifty 
Years’ Developments in Ideas of Human Nature and Motivation; Institu- 
tional Economics; Place of Marginal Economics in a Collectivist System; 
Problem of Prices and Valuation in the Soviet System; Effects of New Deal 
Legislation on Industrial Relations; Report of the Fiftieth Anniversary 
Dinner. Pp. 350. 1.25 


Supplement No. 2.—Handbook of the Association, 1936. 2.00 
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The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-ninth Annual Meeting 
Papers and Proceedings. Economic Interdependence, Present and Future; 
Quantitative and Qualitative Changes in International Trade During the 
Depression; Current Tendencies in Commercial Policy; Trade Problem 
of the Pacific: Analysis of the Nature of American Public Debts; Limits to 
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Possible Debt Burdens, Federal, State, and Local; Debt Retirement and the 
Budget; United States Debt—Distribution among Holders and Present 
25 Status; Federal-State Unemployment Compensation Provisions of the Social 
0) Security Act; Unemployment Relief and Insurance; Economic Problems 
Arising from Social Security Taxes and Reserves; The Situation of Gold 
Today in Relation to World Currencies; Mechanisms and Objectives 
for the Control of Exchange; The Adequacy of Existing Currency Mech- 
25 anisms Under Varying Circumstances; Present Situation of Inadequate 
Housing; Financing of Housing; Some Economic Implications of Modern 
Housing; Managed Currency; A Critique of Federal Personnel Poli- 
cies as Applied to Professional Social Science Positions; New Oppor- 
tunities for Economists and Statisticians in Federal Employment; Govern- 
ment Employment as a Professional Career in Economics; Indicia of Re- 
covery; Housing and Housing Research; Distribution of Purchasing Power 
and Business Fluctuations; Forecast of Power Development; The Possibility 
of a Scientific Electrical Rate System; Co-ordination of Public and Private 
>) Power Interests in European Countries; Recent Developments in the Theory 
of Speculation; Control of Speculation under the Securities Exchange Act; 
Unorganized Speculation: the Possibility of Control. 


2) The American Economic Association, founded, among other purposes, for “the encourage- 
nent of economic research” and “the encouragement of perfect freedom of economic dis- 
assion,”” has over three thousand members, including public and professional men and most 
if the leading students of political economy in America. Membership dues are five dollars 
i: year. Each member receives all current reports and publications of the Association. 
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